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PREFACE 

The  system  of  paying  farmers  vho  supply  fluid  milk  markets  is 
dependent  upon  the  classification  of  their  milk.  Consequently, 
dairy  farmers,  along  with  milk  distributors,  consumers,  and  govern- 
mental agencies,  have  a  direct  and  continuing  interest  in  the  classi- 
fication plans  adopted  hy  the  markets. 

This  study  reviews  the  experience  with  classified  pricing  in 
the  68  fluid  milk  markets  vhich  were  under  Federal  regulation  at 
the  end  of  1957'  The  direction  and  extent  of  changes  that  occurred 
in  solving  the  classification  problems  in  major  fluid  milk  markets 
indicate  factors  to  be  considered  in  the  further  evolution  of  the 
system  and  in  the  classification  of  new  products. 

The  study  is  part  of  a  broad  marketing  research  program  being 
"carried  out  by  the  U.  S.  Department  of  Agriciilture  to  improve  the 
efficiency  of  the  marketing  processes  for  farm  products. 
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SUMMARY 

Milk  handlers  in  most  city  markets  pay  for  the  milk  they  receive  from 
farmers  according  to  how  it  is  to  be  used.   In  these  markets,  classes  are 
established,  in  one  or  another  of  which  all  milk  is  classified  in  accordance 
with  its  use,  and  the  price  which  handlers  must  pay  to  farmers  for  the  milk 
in  each  class  is  established. 

"Use  classification"  of  milk  is  often  taken  for  granted  —  often  consid- 
ered to  be  a  purely  mechanical  procedure.   But  decisions  as  to  the  proper 
number  of  use  classes  and  the  proper  classification  of  products  among  the 
classes  have  been  changed  on  numerous  occasions.  Moreover,  the  problem  of 
classification  has  sometimes  become  partic\xlarly  acute  when  new  products  have 
come  on  the  market.  For  these  reasons,  it  is  useful  to  summarize  and  evalu- 
ate some  of  the  experience  with  use  classification. 

Many  factors  may  affect  decisions  respecting  classification.   Local 
health  regulations,  the  cost  of  transporting  milk  in  various  forms,  the 
availability  and  capacity  of  facilities  for  processing  surplus  milk,  and  the 
method  of  accounting  for  milk  are  among  the  most  important. 

Because  of  basic  differences  in  economic  situations  within  individual 
markets,  or  because  of  changes  in  conditions  within  markets,  these  factors 
have  not  only  been  weighted  differently  in  individual  markets,  but  have  often 
been  weighted  differently  at  different  times  in  the  same  market.   Various 
classification  arrangements  have,  therefore,  been  used  in  markets  about  the 
Nation.  The  number  of  classes  in  use  in  fluid  milk  markets  ranges  from  2  to 
k   or  more,  and  identical  products  are  often  placed  in  different  categories 
in  markets  having  the  same  number  of  classes  in  their  classification  systems. 

This  study  describes  market  experience  with  classified  pricing  of  the 
68  fluid  milk  markets  which  were  \inder  Federal  regulation  at  the  end  of  1957* 

The  study  indicates  that  classification  is  increasingly  emphasizing 
sanitary  regulations  and  the  form  in  which  milk  products  move  from  the  point 
of  manufacture.   These  considerations  have  always  been  important.   Other 
considerations,  however,  have  frequently  influenced  classification  to  an 
important  degree,  more  particularly  in  earlier  years. 

Economic  sit\iations  and  practices  within  markets  have  changed  markedly 
in  recent  yeaxs .  Developments  have  been  especially  pronounced  since  the  end 
of  World  War  II . 

Sanitary  regulations  affecting  fluid  milk  have  been  tightened.  Regula- 
tion has  been  extended  to  an  increasing  number  of  milk  products.  Consumer 
preferences  have  been  changing.  Transportation  costs  have  been  on  the  rise. 
Partly  because  of  these  developments,  the  number  of  use  classes  has  been  re- 
duced, and  the  classification  of  milk  for  certain  products  has  become  more 
uniform. 
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A  recent  change  to  accounting  for  milk  on  a  skim  milk  and  butterfat 
basis  rather  than  a  milk  equivalent  basis  has  also  tended  to  reduce  the 
number  of  use  classes  required  in  many  markets,  and  to  bring  about  greater 
uniformity  in  classification  among  fluid  milk  markets  generally. 

Accounting  for  milk  on  the  basis  of  skim  milk  and  butterfat  makes  it 
more  practicable  to  include  in  a  single  class.  Class  I,  all  milk  to  which 
sanitary  regulations  are  applied,  regardless  of  the  form  in  vhich  the  milk 
comes  to  market.  Classification  of  cream  and  certain  other  milk  products 
in  Class  I  thus  releases  the  Class  II  category  to  products  to  which  sanitary 
regulations  are  not  applied. 

The  practice  of  writing  class  definitions  so  that  all  new  products  would 
be  classified  automatically  in  Class  I,  or  would  be  so  classified  if  required 
to  be  made  from  approved  milk,  was  rather  general  in  the  earlier  years  of 
classified  pricing. 

Recent  experience  in  Federal  order  markets  indicates  that  practices 
with  respect  to  the  classification  of  new  products  are  in  general  no  differ- 
ent from  those  followed  when  established  products  are  classified.  All  exist- 
ing situations  or  factors  operating  within  a  market  which  might  affect  the 
price  of  milk  for  a  given  use  are  appraised  when  a  new  product  is  classified. 
None,  however,  is  likely  to  be  the  sole  determinant  of  the  final  classifica- 
tion. 
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EXPERIENCE  WITH  CLASSIFICATION  OF  MILK  IN 


FEDERAL  ORDER  MARKETS 

By  Margaret  R.  Purcell  and  Louis  F.  Herrmann 
Market  Organization  and  Costs  Branch 
Marketing  Research  Division 
Agricultural  Marketing  Service 


INTRODUCTION 

Within  the  last  fev  years,  a  number  of  nev  milk  products  have  appeared 
in  various  markets  ahout  the  co\intry.   Concentrated  milk,  for  example,  was 
introduced  to  consumers  in  the  early  1950' s.   Aerated  cream  products  packaged 
in  pressure  dispensers,  and  yogurt  are  among  the  many  other  nev  products 
which  have  appeared  in  many  localities  in  recent  years.   When  new  products 
are  introduced,  the  question  arises  as  to  just  where  they  can  "be  accommodated 
in  the  classification  systems  of  those  fluid  milk  markets  in  which  they  are 
offered  for  sale . 

Occasionally,  new  products  are  adequately  covered  "by  existing  use  class 
definitions.   Regulated  markets,  however,  sometimes  find  it  necessary  to 
amend  their  regulations  in  order  to  classify  and  price  the  new  products  prop- 
erly.  As  a  result  of  differences  in  market  situations,  milk  used  for  a  new 
product  is  classified  in  one  class  in  some  markets,  while  in  other,  sometimes 
neighboring,  markets  it  is  in  a  different  class. 

The  problem  of  milk  classification  is  not  confined  to  new  products,  how- 
ever. How  best  to  classify  milk  used  for  some  of  the  long-established  milk 
products --cream,  buttermilk,  cottage  cheese,  and  ice  cream,  for  example--has 
not  yet  been  finally  resolved.  As  evidence  of  this,  the  number  of  classes  in 
use  ranges  from  2  to  ^  or  more,  and  identical  products  may  be  classified 
differently  in  markets  having  the  same  number  of  classes  in  their  classifica- 
tion systems.  Changes  in  the  number  of  classes  in  some  markets  have  altered 
the  classification  of  milk  used  for  certain  purposes.   In  other  instances, 
milk  for  various  products  has  been  reclassified  upward  or  downward  from  time 
to  time,  although  the  classification  systems  themselves  have  remained  basic- 
ally unchanged. 

The  reasons  for  original  intermarket  differences  both  in  the  number  of 
price  classes  and  in  the  price  class  assigned  to  milk  for  specific  uses,  and 
the  reasons  for  changes  made  in  the  classification  systems  of  individual  mar- 
kets over  the  years,  might  provide  a  basis  upon  which  further  decisions  could 
be  made.  A  study  of  experiences  in  Federal  order  markets,  therefore,  might 
help  to  determine  (l)  the  direction  and  extent  of  changes  that  might  be  ex- 
pected in  solutions  to  pricing  problems  in  major  fluid  milk  markets,  and 
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(2)  the  basis  upon  -which  new  milk  products  are  likely  to  be  classified  as 
they  are  introduced  into  the  markets. 

Mechanics  of  Classification  Procedure 

In  markets  under  Federal  order,  milk  is  segregated  for  pricing  into 
classes  on  the  basis  of  its  use.   Such  procedure  was  authorized  under  Sec. 
608-c  of  the  Agricultural  Marketing  Agreement  Act  of  1937  1/  vhich  directed 
the  Secretary  of  Agriculture  to  classify  milk  "in  accordance  with  the  form 
in  which  or  the  purpose  for  which  it  is  used...." 

Federal  orders,  as  mentioned,  make  provision  in  their  pricing  systems 
for  two  or  more  use  classes.   In  each  market,  then,  all  milk  regulated  under 
the  terms  of  the  order  is  classified  in  one  or  another  of  the  classes 
provided. 

The  initial  classification  of  milk  in  any  market  is  shown  in  reports 
made  regularly  by  milk  handlers  to  the  administrator  of  that  market.   Audits 
of  the  handlers'  records  verify  their  claims  as  to  milk  use. 

It  is,  however,  reasonable  to  ask:   "What  is  meant  by  use?"   ''How  do 
you  know  how  the  milk  is  used?" 

In  this  sense,  use  can,  as  a  rule,  be  defined  in  terms  of  some  inter- 
mediate form  in  which  milk  exists.  Bottling,  for  example,  constitutes  a 
use.   Regardless  of  whether  bottled  milk  delivered  to  a  restaurant  is  used 
there  in  cooking  operations  or  is  served  as  fluid  milk  to  a  restaurant  cus- 
tomer, it  will  be  classified  as  bottled  milk. 

Use,  however,  may  also  have  a  somewhat  more  formal  meaning,  depending 
upon  the  particular  market  order  \inder  consideration. 

For  example,  milk  leaving  a  plant  as  bottled  milk  may  be  returned  later 
by  a  route  man  to  the  same  plant,  where  it  is  separated  and  made  into  butter. 
Under  the  orders  for  some  markets,  this  milk  would  be  classified  in  the 
butter  category. 

Milk  is  classified  under  the  New  York  market  order  according  to  the 
form  in  -vrfiich  it  exists  at  or  leaves  a  specific  point,  usually  the  plant  at 
which  it  is  first  received  from  producers.  Milk  leaving  a  plant  as  whole 
milk  and  delivered  to  the  marketing  area  in  the  form  of  whole  milk  would  be 
classified  as  Class  I -A  in  this  market.  Any  processing  to  which  the  milk  may 
be  subjected  within  the  marketing  area  does  not  affect  its  original  classifi- 
cation. 

T]     Public  Law  No.  137,  75th  Cong.,  and  earlier  acts  and  amendments. 
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Classification  of  milk  according  to  destination  offers  another  example 
of  a  variant  in  the  mechanics  of  use  classification.   Under  the  terms  of  many- 
Federal  orders,  milk  moved  a  given  distance  from  a  market  is  classified  in 
Class  I  with  or  without  provision  for  a  lower  classification  xmder  certain 
circumstances . 

Differences  in  classification  procedures  among  markets,  and  the  bases 
therefor,  are  analyzed  in  more  detail  in  the  chapters  to  follow.  (See,  in 
particular,  the  discussion  of  accounting  methods  beginning  on  page  13.) 


PROCEDUEE 

In  this  study  of  the  factors  responsible  for  developments  in  the  classi- 
fication plans  for  Federal  order  markets,  the  history  of  the  classification 
provisions  of  market  orders  in  effect  on  December  31,  1957,  vas  traced  from 
the  time  each  order  was  first  proposed  through  each  successive  modification 
to  January  1,  1958-   Official  records  on  file  in  the  Department  supplied  many 
of  the  necessary  data.   The  records  consulted  included  economic  background 
studies  of  the  individual  fluid  milk  markets  proposed  for  Federal  regulation; 
use  classification  proposals  submitted  for  hearing;  recommended  decisions  of 
the  Secretary  2/;  final  decisions  of  the  Secretary;  and  final  orders  or  amend- 
ments to  existing  orders.   In  addition,  hearing  records  were  consulted  as 
occasion  demanded.   Department  marketing  specialists  and  others  familiar  with 
the  historical  development  of  and  the  situation  in  particular  markets  were 
consulted. 

The  physical  volume  of  material  reviewed  was  large.   At  the  end  of  193^, 
four  fluid  milk  markets  were  operating  under  Federal  order.  3/  On  December 
31,  195T;j  68  fluid  milk  markets  were  under  Federal  order.  Additional  Federal 
orders  were  in  effect  at  some  time  during  the  period  1936-57>  but  because 
they  were  terminated  within  the  period  covered  by  this  study,  they  were  not 
included  in  the  analysis. 

Official  records  relating  only  to  the  original  orders  for  the  68  markets 
are  abundant.   In  addition,  more  than  ^i-OO  hearings  on  proposals  to  amend  the 
orders  were  held  between  1936  and  1958.  hj     Classification  was  an  issue  in 
well  over  half  of  the  proceedings . 
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A  recommended  decision  is  essentially  an  analysis  of  the  hearing 
record,  a  discussion  of  issues,  and  a  statement  of  reasons  for  conclusions 
reached. 

3/  Under  authority  granted  by  the  Agriciiltural  Adjustment  Act  of  1933 
(Public  Law  No.  10,  73(i  Cong.). 

hj     Several  hearings  in  a  single  proceeding  are  occasionally  necessary 
to  provide  the  Secretary  with  sufficient  information  to  enable  him  to  arrive 
at  a  decision.  Multiple  hearings  conducted  under  such  circumstances  have 
here  been  considered  as  a  single  hearing. 
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Because  the  time  period  covered  by  the  study  was  long  and  the  number  of 
markets  involved  was  large,  data  were  grouped  to  facilitate  analysis.   One 
grouping  was  made  on  a  time  period  basis.   The  22  years,  I936-57,  covered  by 
this  report  appeared  to  encompass  three  distinct  economic  periods:   1936-^1, 
preceding  World  War  II;  the  World  War  II  years,  19^2-^4-5;  and  the  post -World 
War  II  years,  19^-57- 

Another  grouping  arranged  the  markets,  for  convenience  of  analysis,  on  a 
geographic  basis.   Thirteen  such  groups  include  all  of  the  markets  studied.  5/ 

In  the  main,  this  report  is  a  catalog  of  reasons  for  classifying  or  not 
classifying  milk  one  way  or  another.  Most  of  the  reasons  cataloged  are  those 
which  were  advocated  at  public  hearings  by  the  proponents  of  the  action. 
Where  testimony  on  a  proposal  included  significantly  contrasting  views,  all 
the  principal  views  are  presented. 

FEDERAL  ORDER  MARKETS 

Nvanber  of  Markets 

The  number  of  Federal  order  markets  for  which  data  were  analyzed  in- 
creased substan-cially  between  February  1,  1936,  tne  date  the  first  order  — 
St.  Louis--becaine  effective,  and  December  31^  1957^  "the  end  of  the  period 
covered  by  this  report. 

In  the  interval  between  193^  and  the  end  of  19^1?  when  the  United  States 
entered  World  War  II,  orders  were  promulgated  for  17  of  the  markets  studied 
(table  1).   During  the  war,  9  additional  markets  came  under  order,  bringing 
the  total  number  of  those  studied  to  26  at  the  end  of  19^5*   By  December  3I5 
1957?  the  number  had  increased  to  68. 


Location  of  Markets 

At  the  end  of  19^4-1,  the  North  Central  States  accounted  for  11  of  the  17 
Federal  order  markets  studied.  The  remaining  markets  were  scattered--3  in 
the  New  England  States,  1  in  the  Middle  Atlantic  States,  and  2  in  the  South 
Central  States.  At  the  end  of  19^5,  19  of  the  26  markets  studied  were  lo- • 
cated  in  the  North  Central  States.   Distribution  of  the  remainder  showed 
little  change  from  that  of  the  earlier  period. 

The  North  Central  States  still  accounted  for  a  majority  of  the  markets 
under  Federal  order  on  December  31,  1957.  Postwar  extension  of  regulation 
into  western  and  southern  markets  is,  however,  shown  by  the  distribution  of 
markets  at  the  end  of  1957  (fig.  l). 

57  See  Appendix  for  list  of  markets  studied.  Although  the  markets 
were  grouped  largely  on  a  State  basis,  such  grouping  was  not  rigidly  followed, 
as  the  list  shows. 
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Tatle  1. — Federal  order  markets   studied, "by  market   groups,   as  of 
December  31,    19I+I,    19I+5,    1953,   and  I957 


Market  group 


New  England 

New  York -New  Jersey 

Pennsylvania-Delaware 

Michigan -Ohio -West  Virginia. 

Chicago  area  markets 

Kentucky -Tennessee 

Minnesota -Iowa -South  Dakota- 
Nebraska  

Missouri -Kansas 

Oklahoma -Arkansas 

Texas  markets 

Lower  Mississippi  Valley. . . . 
Washington  State  markets. . . . 
Other 

All  markets 


Federal  order  markets  studied,  as  of  December  31 


19^1 


19^5 


•    1953  1/   :  1957  2/ 


Number 

3 

1 

2 
1 
3 

2 


Number 

3 

1 
1 
5 
7 

1 

k 

3 


Number 

5 

1 

1 

11 

7 
k 

5 
6 

3 
3 
2 

1 


Number 

5 

1 
2 

8 
7 

8 
6 

3 
7 
3 

2 

3/  2 


V 17        5/26 


J+9 


68 


1/  1953  data  included  to  show  areas  of  greatest  post-war  increase. 

2/  See  appendix  for  list  of  individual  markets. 

3/  Central  Arizona  and  Southeastern  Florida. 

^  Altogether,  20  markets  were  under  Federal  order  at  the  end  of  19^1. 

5/  At  the  end  of  19^5^  27  markets  were  under  Federal  order. 


Of  the  k2   markets  coming  under  Federal  regulation  between  19^6  and  1958> 
7  were  in  Texas,  15  were  in  other  Southern  and  Western  States,  17  were  in  the 
North  Central  States,  and  3  were  in  New  England  and  Middle  Atlantic  States 
( table  1 ) . 


Size  of  Markets 


Although  several  large  markets--St.  Louis,  Boston,  Chicago,  and  New  York 
City--were  among  the  first  to  request  Federal  minimum  price  regulation,  other 
moderately  large  markets  and  some  relatively  small  fluid  milk  markets  were 
among  those  regulated  on  December  31,  19UI.   Since  that  time,  only  a  few 
large  markets  have  come  under  Federal  regulation.   The  majority  added  since 
19^5  have  been  markets  which  include  cities  of  relatively  moderate  size. 
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Consolidation  and  Enlargement  of  Marketing  Areas 

Several  markets  which  operated  originally  under  separate  orders  were  con- 
solidated under  single  orders  during  the  postwar  years  19i^■6-57. 

LaPorte  and  St.  Joseph  Counties,  Indiana,  which  had  operated  for  several 
years  under  separate  orders,  were  combined  \mder  the  South  Bend-LaPorte  order 
in  19^7-  The  Chicago  and  Suburban  Chicago  markets  were  combined  under  the 
single  Chicago  order  in  1951-   Clinton,  Iowa,  was  consolidated  with  the  Quad 
Cities  market  in  1951-   The  separate  Tulsa  and  Muskogee,  Oklahoma  markets 
were  combined  as  the  Tulsa -Muskogee  market  in  1953.   In  Ohio,  the  Stark  County 
and  Akron  markets  were  put  under  the  single  Akron -Stark  County  order  in  1957. 
The  Oklahoma  Metropolitan  market  is  a  combination  of  the  Tulsa-Muskogee  and 
Oklahoma  City  markets  effected  in  1957-   And  also  in  1957,  the  Kansas  City, 
Missouri,  and  Topeka,  Kansas,  markets  were  consolidated  under  the  single 
Greater  Kansas  City  market  order. 

Enlargement  of  several  existing  Federal  order  -markets  was  also  under- 
taken during  the  postwar  period.   In  all  cases,  the  names  of  the  markets  were 
changed. 

In  1952,  the  Omaha -Council  Bluffs  market  was  enlarged  and  the  name  changed 
to  Omaha-Lincoln-Council  Bluffs.  The  Lowell -Lawrence,  Massachusetts  mar- 
ket was  enlarged  in  195^  a-nd  the  name  changed  to  Merrimack  Valley.   Additional 
territory  was  added  to  the  Springfield,  Missouri,  market  and  the  name  changed 
to  Ozarks  in  195^-   The  Lima,  Ohio,  marketing  area  was  enlarged  in  1957^  and 
is  known  as  the  North  Central  Ohio  market.   Several  counties  in  northern 
New  Jersey  and  upstate  New  York  were  added  to  the  New  York  Metropolitan  mar- 
keting area.   Since  August  1,  1957^  this  market  has  been  known  as  the 
New  York -New  Jersey  market. 

NUMBER  OF  MILK  USE  CLASSES 

Problems  giving  rise  to  Federal  milk  marketing  regulation  have  always 
differed  among  markets  partly  because  of  basic  differences  in  local  market 
practices,  partly  because  of  differences  in  economic  situations  within 
individual  markets.   Inasmuch  as  these  differences  are  recognized  and  ap- 
praised when  Federal  orders  are  formulated,  the  number  of  use  classes  pro- 
vided in  the  orders  has  tended  to  vary. 

General  Use  Classes 

Until  recent  years,  the  number  of  general  categories  in  the  classifica- 
tion systems  of  fluid  milk  markets  coming  under  Federal  order  has  shown  con- 
siderable diversity. 
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Niomber  of  General  Classes 

In  the  first  year  during  which  Federal  orders  were  effective,  193^,  h 
of  the  markets  studied  were  put  under  regulation.   Orders  for  2  provided  for 
2  general  classes  6/ ,   while  3  general  classes  were  provided  in  the  orders  for 
the  remaining  markets  (tahle  2). 

Tahle  2. --Types  of  classification  systems  used  in  Federal  order  markets 

studied,  1936-57 


Markets 
studied 

Markets 

having  orde-^s  providing 

for:  1/ 

End  of  year 

2     : 

3     ' 

14-     : 

More  than 

classes  ' 

classes  '• 

classes   * 

U  classes 

Number 

Nurr.ber 

Number 

Number 

Number 

1936.. 

•  ••••••••••• 

k 

2 

2 

-^- 

M.  . 

1937.. 

5 

2 

3 





1938.. 

7 

k 

3 



1939.. 

12 

3 

6 

3 



19140.. 

16 

h 

7 

5 

•B  ^  ^ 

1941 . . 

17 

5 

7 

5 

--.- 

19^2 . . 

19 

6 

8 

1+ 

1 

19^3.. 

20 

6 

9 

1^ 

1 

191^1^.. 

23 

7 

10 

5 

1 

19^5.. 

26 

8 

12 

5 

1 

I9h6.. 

28 

6 

15 

6 

1 

19^7.. 

:     28 

6 

16 

5 

1 

191^8. . 

30 

7 

17 

5 

1 

19^9.. 

:     33 

9 

19 

5 



1950.. 

:     39 

-Lh 

19 

6 

—  -  - 

1951.. 

«•«••••• 

kk 

26 

15 

3 

—  —  - 

1952.. 

hs 

33 

^  -2 

3 

-_  - 

1953.. 

^9 

3^ 

12 

3 

_  _  . 

195^.. 

53 

hi. 

8 

1^ 

— 

1955.. 

63 

52 

8 

3 

—  •  _ 

1956.. 

:     68 

56 

9 

3 



1957.. 

68 

56 

9 

3 

-  -  - 

1/  General  classes  only. 


d/  For  a  discussion  of -the  distinction  between  "general"  and  "extra" 
classes,  see  page  18  . 
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With  minor  exceptions,  orders  providing  for  2  general  classes  Increased 
in  nijmber  very  slightly  each  year  through  19^19.   The  number  of  systems  with 
3  general  price  classes,  on  the  other  hand,  increased  at  a  more  rapid  rate, 
and  from  1939  through,..  195 0  were  consistently  the  most  numerous.   A  decrease 
in  the  number  of  systems  providing  for  3  or  more  general  classes,  and  a  sharp 
Increase  In  the  niimber  providing  for  2  general  classes  began  in  1950,  and  as 
shovn  by  the  table,  continued  through  1957- 

In  1939>  the  first  orders  providing  for  k   general  classes  were  promulga- 
ted, followed  in  19^2  by  the  New  York  order  which  provided  for  5  general 
classes.   As  shown  by  table  2,  ^4— class  systems  were  in  effect  in  no  more  than 
6  markets  at  the  end  of  any  year  throughout  the  entire  period  studied,  while 
5  general  classes  were  used  in  only  a  single  market. 

Distribution  of  the  several  types  of  systems  among  market  groups  for 
three  separate  periods  is  shown  in  table  11,  appendix. 

Orders  for  the  New  England  markets  have  consistently  provided  for  two 
general  use  classes.   Systems  with  two  general  classes  have  also  been  widely 
used  in  the  North  Central  States,  and  have  been  provided  in  the  orders  for 
virtually  all  the  new  markets  put  imder  regulation  since  1950. 

With  a  single  exception  7/>  ^-class  systems  have  been  used  only  by  mar- 
kets in  the  North  Central  States.  The  New  York  Metropolitan  market,  had  the 
only  system  providing  for  5  general  classes. 


Change  in  Number  of  General  Classes 

Between  1936  and  1958^  22  of  the  Federal  order  markets  studied,  altered 
on  32  occasions,  the  number  of  general  use  classes  provided  in  their  original 
orders  (table  3)*  Three -fourths  of  all  the  revisions  were  made  after  19^5-  §/ 

Markets  in  the  Chicago  group  accounted  for  35  percent  of  all  the  changes 
recorded,  while  those  in  the  Michigan -Ohio -West  Virginia  group  accounted  for 
28  percent.   Scattered  markets  in  the  Kentucky-Tennessee,  Minnesota-Iowa- 
South  Dakota-Nebraska,  and  Missouri -Kansas  groups  each  made  three  system 
changes.  Two  changes  were  recorded  in  the  New  York -New  Jersey  group,  and  one 
in  the  Lower  Mississippi  Valley  market  group.  None  was  recorded  in  any  of 
the  remaining  markets.   Because  a  majority  of  the  remaining  markets  were  put 
under  Federal  order  after  195C'--niany  after  1955 — i"t  is  likely  that  they  were 
too  recently  established  to  have  had  sufficient  time  to  test  the  adequacy  of 
their  original  classification  schemes. 

77  New  York  Metropolitan  order  for  the  period  from  July  1,  1939,  "to 
April  1,  1914-2. 

8/  See  table  12,  appendix,  for  information  on  the  number  of  markets 
making  alterations  during  each  of  three  major  time  periods. 
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Table  3.-- 


•Federal  order  markets  changing  mimlDer  of  general  use  classes 
between  I936  and  195 8,  "by  market  group 


Market  group 


[Number  of  markets 
'    in  group  l/ 


Markets  making  changes 


Number   .    Percentage 


Nev  England :  5 

Nev  York -New  Jersey :  1 

Pennsylvania -Delaware . . . :  2 
Michigan -Ohio -West      : 

Virginia :  IT 

Chicago  area  markets. . . . :  12 

Kentucky-Tennessee ;  7 

Minnesota-Iowa-South    : 

Dakota-Nebraska :  9 

Mi  s  sour  i  -Kansas :  9 

Oklahoma -Arkansas :  7 

Texas  markets :  7 

Lower  Mississippi       : 

Valley :  3 

Washington  State :  2 

Other  markets :   2/2 

All  markets :   l/  83 


6 

7 
2 

2 
3 


100 


35 
58 
29 

22 

33 


33 


22 


27 


1/  Including  all  markets  consolidated  during  period  studied. 
2/  Central  Arizona  and  Southeastern  Florida. 

In  relation  to  their  importance  in  the  Federal  order  market  system  as  a 
whole,  markets  with  orders  providing  originally  for  three  general  classes 
exhibited  the  least  stability  over  the  years  so  far  as  continuance  of  their 
original  systems  was  concerned.   Fourteen  of  the  nineteen  markets,  or  7^  per- 
cent, originally  established  with  3-class  systems,  altered  the  number  of  gen- 
eral use  classes  during  the  period  covered  by  this  report.  Four  of  the  seven 
markets  originally  established  with  i4--class  systems  9/  likewise  found  it 
necessaj^  to  alter  the  number  of  general  use  classes. 

Those  markets  initially  set  up  with  2 -class  systems  tended,  on  the  other 
hand,  to  retain  these  arrangements  over  the  years.   Only  k,   or  approximately 
7  percent,  made  alterations. 


studied. 


"27  Including  those  consolidated  under  a  single  order  during  the  period 
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Factors  Influencing  the  Nimiber  of  General  Classes 

In  view  of  intermarket  differences  in  the  type  of  classification  system 
used,  records  of  regulatory  proceedings  were  reviewed  to  ascertain  the 
reasons  for  such  differences. 

It  was  expected  that  the  records  would  contain  pertinent  information 
which  could  provide  a  basis  for  measuring  the  impact  of  certain  factors  on 
the  number  of  use  classes  in  the  systems  of  markets  under  Federal  order. 
Systematic  consideration  of  these  factors  might,  in  turn,  provide  some  guide 
to  further  changes  in  the  number  of  use  classes  In  present  orders,  or  to  the 
number  that  wovild  be  provided  in  orders  promulgated  in  the  future. 

Because  the  official  record  frequently  listed  several  reasons  for 
establishing  a  particular  number  of  use  classes  in  the  market  system  under 
consideration,  the  compelling  reasons  were  not  always  apparent.  Thus,  the 
diversity  of  the  data  might  have  suggested  that  the  reasons  for  establishing 
a  certain  type  of  system  in  a  particular  market  were  somehow  imique.  By 
segregating  the  reasons  into  broad  groups  on  the  basis  of  similarity  of 
intent,  it  was  possible  to  bring  into  sharper  focus  the  likenesses  and 
differences  in  market  situations. 

Many  factors  influence,  or  may  influence,  the  number  of  use  classes  in 
the  classification  system  of  a  particiilar  market.  Perhaps  the  most  important 
of  these  are  the  local  health  requirements  for  milk  sold  in  the  market;  the 
cost  of  tremsporting  milk  in  various  forms  to  the  market;  the  availability 
and  capacity  of  facilities  for  processing  surplus  milk;  and  the  method  of 
accounting  used  in  the  market.  No  single  factor, however,  is  likely  to  be  the 
sole  determinant  of  the  number  of  use  classes  provided  for  in  a  market  order. 

Local  Health  Requirements 

It  is  clear  from  official  records  that  local  health  regulations  exert  an 
important  influence  on  the  number  of  use  classes  in  any  market  system.  Nearly 
all  the  milk  intended  to  be  used  for  drinking  or  similar  purposes  is  subject 
to  specific  sanitary  regulations  established  and  administered  by  a  miznicipal- 
ity,  county  or  State.  Milk  for  certain  other  uses  may  be  subject  to  the  same 
regulations.   Generally  these  regulations  prescribe  relatively  strict  stand- 
ards for  temperature  and  bacterial  content  of  the  milk,  and  provide  for 
licensing  and  periodic  inspections  of  the  farms  on  which  it  is  produced  and 
of  the  plants  in  \^ich  it  is  handled.  Milk  produced  under  such  supervision 
is  known  variously  as  "inspected,"  "approved"  or  "Grade  A"  milk,  depending  on 
local  custom. 

Municipalities  and  co\anties  rarely  prescribe  regulations  for  manufactured 
dairy  products.     Such  State  regulations  as  apply  are  much  less  strict  than 
the  regulations  for  fluid  milk:  Farms  are  not  licensed  or  inspected;  plant 
personnel  rather  than  local  heaith  officials  are  responsible  for  the  quality 
of  milk  received;  and  the  standards  of  quality  that  are  prescribed  are  much 
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less  exacting  than  those  for  milk:  for  fluid  use.  Such  milk  is  commonly  known 
as  "unapproved"  or  "uninspected"  milk,  to  distinguish  it  from  milk  produced 
to  the  standards  and  under  the  supervision  required  of  milk  for  fluid  use. 

While  the  regulations  applying  to  milk  for  fluid  use  are  everywhere  more 
strict  than  those  applying  to  milk  for  manufacturing  purposes,  there  has 
always  been  some  diversity  among  markets  as  to  the  details  of  the  standards 
and  as  to  the  products  to  which  they  apply.   Some  markets  require  that  milk 
used  to  produce  fluid  cream  meet  the  same  standards  as  milk  for  bottling.   In 
other  markets,  requirements  for  milk  used  as  cream  are  considerably  less 
strict  than  those  covering  bottled  milk.  Standards  for  mi3-k  used  for  such 
products  as  ice  cream  and  cottage  cheese  also  show  considerable  range.   In 
virtually  all  markets,  on  the  other  hand,  condensed  and  evaporated  milk,  non- 
fat dry  milk,  butter,  and  many  types  of  cheese  may  be  made  from  milk  of  manu- 
facttiring  quality. 

Producers  who  sell  in  fluid  milk  markets  must  make  a  substantially 
greater  outlay  for  bams  and  equipment,  and  exercise  greater  care  to  produce 
milk  of  a  required  quality  than  woiild  be  the  case  if  they  sold  their  milk  for 
manufacturing  purposes  only.  To  induce  them  to  produce  in  accordance  with 
requirements,  producers  must  be  assured  of  a  price  differential  over  what 
their  milk  would  bring  for  strictly  manufacturing  purposes.   Therefore,  milk 
used  for  purposes  for  which  approved  milk  Is  required  has  usually  been  clas- 
sified in  a  higher  use  category  them  milk  for  manufacturing  purposes. 

Cost  of  Transportation 

The  number  of  use  classes  In  any  given  market  system  may  also  depend  in 
part  upon  the  form  in  which  milk  is  moved  to  that  market.  Some  markets 
receive  their  entire  milk  supply  in  whole,  fluid  form.  The  cost  of  trans- 
porting whole  milk  is  relatively  high.   Other  markets  take  only  enough  whole 
milk  for  fluid  use,  separate  cream  at  country  points,  and  ship  various  milk 
products  to  market  in  processed  form,  thus  reducing  transportation  costs  in 
terms  of  whole  milk  equivalent. 

In  the  larger  markets,  particularly  those  in  surplus -producing  areas, 
assembly  plants  tend  to  be  located  at  a  distance  from  the  market.  The  cost 
of  transporting  milk  from  the  most  distant  assembly  plants  to  fluid  milk 
handlers  in  such  markets  thus  tends  to  reduce  the  net  return  to  producers  to 
approximately  what  they  could  obtain  if  they  sold  their  milk  to  manufacturing 
plants. 

Availability  and  Capacity  of  Processing  Facilities 

The  number  of  use  classes  in  a  market  system  may  also  be  influenced  by 
the  availability  of  processing  facilities  to  the  market  and  by  the  capacity 
of  these  facilities.   If,  for  example,  the  volume  of  surplus  milk  in  a  mar- 
ket can  all  be  disposed  of- to  accessible  condenserles,  a  single  siirplus  class 
may  be  sufficient  in  that  market.   If,  on  the  other  hand,  accessible  con- 
denserles have  the  capacity  to  handle  only  a  portion  of  the  siirplus,  the 
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remainder  must  be  disposed  of  for  other  uses,  such  as  butter,  cheese,  and 
powdered  milk.   Under  such  circiomstances,  more  than  one  class  for  surplus 
milk  will  usually  be  required  in  the  market's  classification  system  in  order 
to  move  the  milk  into  alternative  use  channels. 

Accounting  Methods 

The  method  of  accounting  for  the  milk  used  in  a  market  may  also  influ- 
ence the  number  of  classes  in  its  use  classification  system. 

In  general,  milk  has  been  accoTonted  for  in  Federal  order  markets  on 
either  a  milk  equivalent  or  a  skim  milk  and  butterfat  basis. 

The  milk  equivalent  method  takes  tvo  principal  forms.  Under  one  varia- 
tion, butterfat  is  classified  and  then  converted  to  milk  equivalent  on  the 
basis  of  the  average  test  of  receipts  at  the  plant.  Under  the  other  varia- 
tion, milk  in  Class  I  is  accounted  for  on  a  volume  basis,  vhile  milk  in  the 
other  classes  is  accounted  for  according  to  the  milk  equivalent  of  the  butter- 
fat contained  therein. 

Under  a  skim  milk  and  butterfat  system  of  accounting,  the  components  of 
milk  are  accounted  for  separately,  vhich  means  that  butterfat  and  skim  milk 
are  priced  in  accordance  with  their  actual  use. 

Some  markets  using  the  milk  equivalent  system  have  tended  to  classify  in 
Class  II  the  milk  used  for  fluid  cream.   In  such  markets,  pricing  the  milk 
equivalent  of  cream  in  Class  I  would  make  cream  much  more  costly  to  a  handler 
who  acquires  his  supply  in  the  form  of  milk  than  to  one  who  acquires  his  supply 
in  the  form  of  cream  from  unregulated  sources.  Skim  milk  and  butterfat  ac- 
counting would  permit  classification  of  cream  in  Class  I,  and  yet  allow  it  to 
be  priced  so  that  an  unregulated  cream  handler  would  not  have  an  advantage 
over  a  regulated  cream  handler. 

As  an  illustration,  assume  that  in  a  market  where  cream  is  Class  II  and 
a  milk  equivalent  system  of  accounting  is  used,  the  Class  I  price  for  ^4— per- 
cent milk  is  $6.0^4-  per  hundredweight,  and  the  Class  II  price  is  $3-^9  P^r 
hiondredweight .  Class  II  milk  to  produce  100  pounds  of  i4-0-percent  cream  would, 
therefore,  cost  $3k.90. 

Assume  that  cream  in  this  market  is  required  to  be  made  from  approved 
milk,  and  should  be  classified  in  Class  I  rather  than  in  Class  II.  Under  the 
milk  equivalent  accounting  system,  classification  in  Class  I  woiild  raise  the 
price  of  the  milk  used  to  produce  100  pounds  of  i^-O-percent  cream  to  $60.^4-0. 
Such  a  price  would,  obviously,  be  out  of   relation  to  the  open  market  value  of 
cream. 

If  the  market  were  to  change  to  the  skim  milk  and  butterfat  system  of 
accounting  for  milk,  a  Class  I  price  could  be  set  up  with  an  appropriate 
butterfat  differential  which  would  give  the  same  cost  for  100  poiinds  of  hO- 
percent  cream  as  under  the  milk  equivalent  basis  with  cream  in  Class  II. 
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The  appropriate  prices  for  this  example  would  be  $6.0^4-  per  hundred  pounds 
of  l4-percent  milk  with  a  butterfat  differential  of  O.0659  cents  for  each 
tenth  percent  of  butterfat.  The  equivalent  prices  per  pound  of  butterfat 
would  be  $0.6932,  and  per  hiondred  pounds  of  skim  milk,  $3.^+03. 

A  skim  milk  and  butterfat  accounting  system  makes  it  more  practicable, 
therefore,  to  classify  in  a  single  class,,  Class  I,  all  milk  to  which  sanitary 
standards  are  applied  regardless  of  the  form  in  which  it  comes  to  market. 
The  Class  II  category  is  thus  released  to  products  to  which  sanitary  stand- 
ards are  not  applied. 

Since  19^4^  an  increasing  niomber  of  markets  have  adopted  the  skim  milk 
and  butterfat  system  of  acco\inting.  At  the  end  of  1957^  58  of  the  68  markets 
under  Federal  order,  or  85  percent,  accounted  for  milk  on  this  basis.  None 
of  the  very  large  markets  had  yet  adopted  the  method. 

Reasons  for  Number  of  Classes  in  Individual  Systems 

The  number  of  general  classes  in  the  systems  adopted  by  each  of  the  mar- 
kets studied  was  justified  in  the  official  record  on  the  basis  of  the  impor* 
tance  of  one  or  more  of  the  above-mentioned  factors. 

Original  Systems 

Most  Federal  order  markets  originally  set  up  with  2 -class  systems  were 
the  smaller  markets  with  little  milk  available  for  manufacturing.  They 
needed  only  enough  classes  to  differentiate  between  milk  used  for  fluid  and 
nonfluid  purposes,  and  occasionally  to  differentiate,  on  the  basis  of  trans- 
portation costs,  between  fluid  milk  and  more  highly  concentrated  milk  prod- 
ucts. 

Through  1953^  a-  third  of  the  3I  markets  originally  adopting  2-class 
arrangements  did  so  at  least  in  part  because  such  arrangements  were  con- 
sidered adequate  to  price  milk  according  to  the  form  in  which  or  the  purpose 
for  which  it  was  used.  Markets  mentioning  this  factor  were  largely  those  in 
the  North  Central  States,  coming  under  Federal  regulation  after  the  end  of 
World  War  II.  All  markets  coming  under  Federal  regulation  after  1953  vere 
2-class  markets.  All  gave  this  factor  as  a  reason  for  adopting  2-class 
arrangements . 

About  a  fourth  of  the  2-class  markets  put  under  Federal  order  before 
195^  gave  lack  of  surplus  milk  as  one  reason  for  the  type  of  system  adopted. 
Principal  among  these  markets  were  those  in  New  England.  This  reason  was 
first  advanced  by  the  Boston  market  when  it  was  originally  set  up  as  a  2- 
class  Federal  order  market  in  1936.  The  remaining  New  England  markets,  which, 
have  tended  to  follow  developments  in  the  Boston  market,  also  pointed  out 
their  lack  of  surplus  milk  as  a  reason  for  establishing  2-class  systems.   In 
addition,  however,  they  reasoned  that  comparability  of  orders  among  adjacent 
markets  was  desirable. 
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The  need  to  differentiate  on  the  basJ  s  of  the  cost  of  transporting  milk 
for  different  uses  was  a  reason  given  principally  "by  the  New  England  markets, 
although  a  few  other  scattered  markets  established  before  1953  also  pointed 
out  that  costs  differed. 

Persons  in  about  half  of  all  the  2 -class  markets  established  between 
1936  and  1958  were  also  of  the  opinion  that  two  general  use  classes  were 
sufficient  to  reflect  differences  in  the  sanitary  requirements  for  milk  used 
for  various  purposes. 

Many  fluid  milk  markets  had  operated  under  some  type  of  use  classifica- 
tion system  before  coming  under  Federal  regulation.  When  Federal  order 
provisions  were  determined,  particTilarly  in  the  early  days  of  regulation, 
established  market  procedure  was  apparently  given  special  consideration. 
Market  precedent  was  mentioned  in  New  England  market  proceedings,  and  in  the 
proceedings  for  other  scattered  markets,  all  of  which  were  under  Federal 
order  at  the  end  of  1950- 

Markets  originally  established  with  3 -class  systems  were  the  moderately 
large  markets  with  some  surplus  for  disposal.   In  general,  situations  within 
them  were  not  complex.  More  than  80  percent  were  located  in  the  North  Central 
States,  the  Chicago  group  alone  accoxinting  for  a  third. 

The  reason  given  in  the  case  of  most  3 -class  markets  was  that  3  general 
classes  were  needed  to  reflect  differences  in  the  cost  of  producing  milk  for 
various  uses  which  resulted  from  differences  in  sanitary  requirements.  Fluid 
cream,  for  example,  has  been  Class  II  in  some  markets  because  it  has  not  been 
subject  there  to  as  strict  sanitary  regulations  as  have  been  applied  to  milk 
used  for  bottling.   In  those  markets  where  Class  II  was  the  cream  class,  an 
additional  category  was  necessary  to  classify  milk  used  for  manufacturing. 

Although  these  appeared  to  be  the  major  arguments  in  favor  of  3-class 
systems,  market  precedent  was  mentioned,  but  not  stressed,  in  the  records  of 
half  the  markets,  all  of  ii^ich  were  put  under  Federal  order  before  19^. 
Further,  Cedar  Rapids  and  Topeka  reasoned  that  3-class  arrangements  would  be 
desirable  in  view  of  the  systems  in  use  in  adjacent  Federal  order  markets. 

The  7  markets  whose  original  orders  provided  for  k   general  classes 
Included  the  larger,  more  complex  markets,  with  large  surpluses  for  disposal, 
and  those  markets  that  might  be  described  as  satellites  of  the  larger  markets. 
Five  of  the  seven  were  in  the  Chicago  market  group,  one  was  the  Columbus  mar- 
ket, and  one  was  the  New  York  Metropolitan  market. 

Because  Chicago  had  adopted  by  amendment  a  i+-class  system,  several  other 
markets  which  were  Influenced  by  this  large  market  also  adopted  i+-class 
systems.  Although  they  mentioned  market  custom  and  the  need  to  distinguish 
between  milk  used  for  different  pirrposes,  their  principal  arguments  for  k- 
class  systems  centered  around  the  many  advantages  of  having  comparable  orders 
in  adjacent  areas. 
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In  general,  however,  Chicago  group  markets  reasoned  that  four  classes 
were  necessary  to  dispose  of  surplus  milk.   They  pointed  out  that  facilities 
for  processing  milk  in  certain  higher  valued  uses  were  inadequate  to  handle 
all   of  the  surplus.   Further,  the  demand  for  such  products  was  limited.   In 
these  markets,  large  quantities  of  STzrplus  milk  were  manufactxired  into  butter 
and  cheese. 

In  the  very  large  New  York  City  market  the  surplus  disposal  problem  was 
also  cited  as  a  major  reason  for  having  a  system  with  four  general  classes. 10/ 
It  was  pointed  out  that  the  market  was  large,  that  the  supply  area  was  veiy  ex- 
tensive and  that  seasonal  surpluses  were  often  greater  than  could  he  accommo- 
dated hy  condensery  and  storage  cream  operators  alone.  Moreover,  because  the 
supply  area  was  so  extensive  and  facilities  for  surplus  disposal  varied  so 
widely  between  different  portions  of  the  area,  several  surplus  classes  were 
considered  to  be  necessary. 

Amended  Systems 

Because  situations  changed  in  certain  markets  subsequent  to  the  promul- 
gation of  their  original  orders,  or  in  some  instances  because  the  original 
orders  may  not  have  been  entirely  adequate  to  cope  with  situations  existing 
at  the  time  the  orders  were  promiilgated,  some  markets  amended  their  orders 
and  changed  the  number  of  use  classes. 

Fourteen  3 -class  markets  amended  their  orders  so  as  to  reduce  to  two  the 
nxmiber  of  general  use  classes  in  their  systems.   The  majority  making  such  a 
change  were  in  the  North  Central  States. 

In  11  of  these  markets,  cream  was  reclassified  to  Class  I.   Generally, 
the  number  of  classes  was  reduced,  following  a  change  in  local  health  regu- 
lations, by  classifying  all  uses  requiring  inspected  milk  in  Class  I.   Other 
reasons  were  also  given  for  the  change  in  the  number  of  classes.  Two  markets 
with  orders  providing  for  2  surplus  classes,  reduced  the  number  of  classes  in 
their  systems  from  3  to  2  so  that  all  milk  used  for  manufacturing  could  be 
priced  in  line  with  competitive  conditions.   In  addition,  the  fact  that  fewer 
classes  would  tend  to  simplify  accounting  was  cited  as  a  reason  for  the 
change  in  a  few  markets. 


10/  Under  the  New  York  order,  milk  is  classified  according  to  the  fonii 
in  which  it  exists  at  or  leaves  a  specific  point,  usually  the  plant  at  ^ich 
it  is  first  received  from  producers,  rather  than  according  to  the  use  made  of 
it  by  handlers  in  the  market.  Such  a  basis  was  adopted  in  view  of  the  com- 
plexity of  milk  distribution  in  the  market.   Because  there  are  in  this  market 
coiintless  distributors  vhose  operations  are  extremely  heterogeneous,  it  was 
considered  administratively  impossible  for  the  market  administrator  to  deter- 
mine the  ultimate  use  of  milk  after  it  had  arrived  in  the  market  area.  See: 
L\ike,  H.  Alan.   Utilization  and  Pricing  of  Milk  Under  the  New  York  Milk  Mar- 
keting Order.   Cornell  University,  Agricultural  Experiment  Station  Bulletin 
No.  866,  Sept  .  1950, 


-  17  - 

All  the  3-class  markets  vhich.  "became  2-class  markets  by  amendment  either 
used  a  skim  milk  and.  butterfat  accounting  system  at  the  time  they  amended  their 
orders,  or  adopted  this  accounting  system  then. 

Eleven  markets  in  all  amended  their  orders  so  as  to  provide  for  3  general 
classes — 6  had  previously  operated  with  2  general  classes,  ^4-  with  k-   general 
classes,  and  1  with  5  general  classes.   All  but  2  made  the  change  after  the  end 
of  World  War  II. 

A  change  in  health  regulations  was  the  basis  for  adding  a  separate  cream 
"  class  in  3  markets,  all  of  which  had  formerly  had  2-class  systems.   Two  2-class 
markets  added  an  additional  category  to  facilitate  the  disposal  of  surplus  milk. 
And  one  2-class  market  added  an  additional  category  in  order  to  classify  cottage 
cheese  in  a  separate  Class  II.  A  change  in  health  regulations  in  this  market 
required  that  cottage  cheese  be  made  from  inspected  milk. 

Dubuque,  which  in  19^3  reduced  the  number  of  general  classes  from  ^4-  to  3, 
did  so  in  order  to  have  "as  simple  a  treatment  of  classification  as  possible." 
It  was  mentioned  in  the  record,  however,  that  the  volume  of  Class  III  milk  under 
the  ^^--class  arrangement  was  insignificant  in  the  blend  price.  Furthermore,  as 
was  pointed  out,  certain  products  formerly  in  Class  III  were  required  to  be  made 
from  approved  milk. 

Records  for  the  Quad  Cities  and  Columbus  markets  show  that  their  reason  for 
changing  from  ^4--  to  3-class  systems  was  less  involved.   It  was  considered  that 
three  general  classes  would  be  adequate  in  these  markets  to  reflect  differences 
in  the  cost  of  moving  milk  to  market  in  various  forms.  Cincinnati  in  1955  re- 
duced the  number  of  classes  in  its  system  from  k   to  3^  thereby  putting  all  manu- 
facturing milk  in  a  single  class,  priced  in  line  with  manufacturing  milk  in  near- 
by markets. 

In  19^9 J  "the  number  of  general  classes  in  the  New  York  Metropolitan  order 
was  reduced  f2X)m  5  "to  3^  largely  because  health  regulations  for  milk  used  to  make 
ice  cream  were  relaxed.   -,  ^_ 

Four  markets  which  had  previously  operated  with  3-class  systems,  and  one 
which  had  operated  with  a  2-class  system,  amended  their  orders  so  as  to  have  ^4- 
general  categories.  Three  of  the  markets  were  in  the  Chicago  market  group. 

Chicago  added  a  fourth  category  to  its  system  in  19^0  so  that  surplus  milk 
could  be  disposed  of  more  readily.  The  change  provided  the  market  with  two  sur- 
plus classes. 

In  1939,  La  Porte,  one  of  the  markets  in  the  Chicago  group,  changed  from  a 
2-  to  a  ^4— class  system.  Cream  was  reclassified  from  Class  I  to  Class  II  so  that 
producer  milk  11/  used  for  fluid  cream  could  compete  pricewlse  with  outside 
cream.  A  fourth  class  was  added  to  the  system  to  provide  an  outlet  for  milk 
delivered  in  burdensome  quantities  in  the  spring  and  fall. 


11/  Producer  milk  is  milk  received  at  pool  plants  regulated  by  the  terms 
of  the  milk  marketing  order  from  producers  who  meet  the  requirements  of  the  order. 
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Dutuque,  also  in  the  Chicago  markets  group,  added  a  fovirth  category  in 
1939  to  correct  a  situation  -which  had  developed  under  the  3-class  arrangement. 
Class  TV  was  added  to  differentiate  milk  or  cream  used  in  ice  cream,  required 
to  be  made  from  approved  milk,  from  milk  used  to  make  "butter  and  cheese,  for 
which  approved  milk  was  not  required. 

Although  the  Cincinnati  market  had  operated  for  approximately  8  years 
with  a  3-class  system,  a  fourth  category  was  added  in  1950  to  cover  milk  used 
for  butter.  Surplus  milk  in  this  market  was  increasing. 

Addition  of  a  fourth  class  to  the  Columbus  order  in  195^  and.  downward 
reclassification  of  certain  uses  was  undertaken  in  order  to  price  competi- 
tively ice  cream  ingredients  made  from  producer  milk. 

No  provision  was  made  in  any  original  market  order  for  as  many  as  five 
general  classes.  After  approximately  3  years  of  operation  \inder  a  ^i-class 
system,  however,  a  fifth  general  class  was  added  to  the  New  York  Metropolitan 
order  in  19U2.  The  additional  class  was  considered  necessary  to  provide  a 
basis  for  a  higher  price  on  skim  milk  moved  into  the  marketing  area  for  floiid 
use . 


Extra  Use  Classes 

To  facilitate  the  disposal  of  surplus  milk,  particularly  during  the 
flush  production  months,  some  orders  have  permitted  milk  in  a  given  class  to 
be  segregated  for  pricing  purposes.   In  other  words,  these  orders  have  pro- 
vided the  equivalent  of  classes  in  addition  to  the  regular  numbered  use 
classes. 

In  a  few  orders,  these  "extra"  classes  have  appeared  as  subdivisions  of 
the  general  numbered  use  classes,  and  have  been  designated  in  the  classifica- 
tion sections  as  Class  I-A,  I-B,  etc.   In  other  orders,  extra  classes  have 
resulted  from  special  provisions  included  either  in  the  class  price  section 
of  the  order,  or  in  the  section  dealing  with  the  computation  of  the  value  of 
milk  for  each  handler.  Regardless  of  how  they  are  established,  however,  any 
order  provisions  which  make  it  possible  to  differentiate  the  price  for 
certain  milk  are,  in  effect,  classification  provisions. 

A  single  extra  use  class  has  served  the  needs  of  a  majority  of  the  mar- 
kets which  have  made  use  of  special  pricing  arrangements  either  on  a  season- 
al or  a  year-round  basis.  A  few  markets,  however,  have  operated  at  times 
with  two  or  more  extra  use  classes. 

Table  ^4-  shows  the  markets  with  orders  providing  for  extra  use  classes 
in  1957^  grouped  according  to  the  number  of  general  use  classes  in  their 
pricing  systems.  Products  covered  by  these  special  arrangements  are  dis- 
cussed in  the  next  chapter  of  this  report.  Classification  of  Products. 
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Table  i4-.--Milk  markets  with  Federal  orders  providing  for  extra  use 

classes,  by  type  of  system,  I957 


System  and  market 

Extra  use   . 

classes   ; 

provided   . 

.  in  orders  . 

:   System  and  market 

Extra  use 

classes 
provided 
in  orders 

2  general  use  classes: 
Boston 

Number    : 

1      : 
1      : 
1      : 

:     1      : 
1     : 

:  3  general  use  classes: 
:   Nev  York -New  Jersey. . . , 
:   Tri  -State 

Number 

2 
1 

Central  West  Texas. . . . 

Dayton-Springfield. . . . 
Inland  Empire 

:  h   general  use  classes: 
:   Chi  caso 

Philadelphia * 

1 

:   Milwaukee 

:     1 

It  should  be  mentioned,  however,  that  the  situation  with  respect  to 
extra  class  arrangements  in  1957  (table  k)   differed  significantly  from  that 
in  1953  (table  5)>  vhen  the  trend  toward  fewer  general  use  classes  had  been 
well  established. 


In  1953^  as  shown  by  table  5>  orders  for  l^i-  markets  provided  extra 
classes  for  pricing  milk  for  certain  uses  either  on  a  seasonal  or  a  year- 
round  basis.   Of  the  1^4-,  7  markets  operated  with  2  general  classes,  5  with 
3-class  arrangements,  and  2  with  )+- class  arrangements.  Nine  of  the  ik   orders 
provided  for  a  single  extra  category;  three  provided  for  two  extra  categories; 
and  two  markets.  New  York  12/  and  Philadelphia,  provided  for  more  than  two 
extra  categories.  -  .. 


12/  Four  general  classes  and  5  extra  categories  were  established  in  the 
original  New  York  Metropolitan  market  order.  Between  1939^  when  the  order  was 
first  promulgated,  and  the  end  of  1953^  the  number  of  general  classes  ranged 
between  3  and  5^  while  the  number  of  extra  classes  ranged  between  3  scad  9« 
As  of  December  31^  1953^  "the  market  was  operating  with  3  general  classes  and 
3  extra  categories,  2  of  which  were  nimibered  and  were  included  in  the  Class  I 
definition  of  the  order.  As  of  December  31>  1957^  "the  enlarged  market — known 
as  New  York -New  Jersey- -was  operating  with  3  general  classes  and  2  extra 
categories,  one  of  which  was  numbered  and  Included  in  the  Class  I  definition. 

Under  the  terms  of  the  New  York  Metropolitan  market  order,  and  more 
recently  the  New  York -New  Jersey  order,  milk  is  allocated  for  pricing  to  a 
general  numbei^d  category  in  accordance  with  the  form  in  -iriiich  it  exists  at 
or  leaves  a  specific  point,  usually  the  plant  at  which  it  is  first  received 
from  producers.  The  bulk  or  concentration  and  the  storablllty  of  the  various 
forms  of  milk  included  within  some  major  categories  differ.  Moreover,  milk 
shipped  to  points  outside  the  marketing  area  proper  must  compete  at  destination 
with  other  soiarces  of  supply.  Extra  classes  have  been  provided  in  the  order, 
therefore,  so  that  these  factors  might  be  reflected  in  the  price. 


-  20  - 

Table  5. — Milk  markets  -with  Federal  orders  providing  for  extra  use 

classes,  by  type  of  system,  1953 


System  and  market 


Extra  use 

classes 
provided 
in  orders 


System  and  market 


Extra  use 

classes 
provided 
in  orders 


general  use  classes 
Boston 

Central  West  Texas 
Ft.  Smitb. . . 
Knoxville . . . 
Louisville . . 
Philadelphia 
Sioux  Falls -Mitchell 


Nxxmber 


1 
1 

1 
2 

1 

3 

1 


general  use  classes 

Cleveland 

Columbus 

Dayton -Springfield 

New  Orleans 

New  York  City 


^4-  general  use  classes 

Chicago 

Milwaukee 


Number 


1 
2 
1 
1 
3 


2 

1 


Comparison  of  data  in  tables  ^4-  and  5  shows  that  by  1957  "the  orders  for 
only  7  of  "tte  1^4-  markets  which  had  provided  for  extra  class  arreingements  in 
1953 J  still  provided  for  any  such  arrangements.  All  extra  class  provisions 
had  been  deleted  from  seven  orders,  while  provision  for  one  or  more  special 
classes  had  been  deleted  from  three.  Reasons  for  terminating  extra  class 
arrajigements  varied  among  the  markets. 

The  seasonal  production  pattern  in  the  Cleveland  market  was  more  nearly 
level  after  1955^  making  special  pricing  of  mdlk  for  certain  surplus  uses 
unnecessary.  Columbus  amended  its  classification  system  in  195^  a^id.  added  a 
fourth  category,  which  included  uses  formerly  covered  by  the  extra  class 
arrangements.  Conditions  in  the  Ft.  Smith  market  were  such  that  no  special 
pricing  of  surplus  milk  was  needed  after  1953.  A  similar  situation  existed 
in  the  Knoxville  market  after  195^' 

The  distance  which  milk  could  move  from  the  Louisville  market  and  still 
be  accorded  other  than  a  Class  I  classification  was  increased  in  1957.  This 
change  made  the  special  pricing  provision  unnecessary. 

Class  I-A  covering  sterilized  milk  for  export  was  deleted  from  the 
New  Orleans  order  in  195^-  No  milk  was  so  utilized  after  1952,  and  no 
handler  was  thereafter  equipped  to  make  this  product. 

The  II-A  classification  was  deleted  from  the  Sioux  Falls -Mitchell  order 
in  195^  because  facilities  for  handling  surplus  milk  had  improved  in  the 
market . 
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Amendment  of  the  pool  plant  provisions  of  the  Chicago  order,  effective 
February  1,  1957,  was  expected  to  make  more  milk  available  to  the  marketing 
area  in  the  fall.   Consequently,  the  fall  price  differential  applicable  to 
Class  I  and  Class  II  milk  moved  in  bulk  to  points  outside  the  surplus  market- 
ing area  was  no  longer  needed. 

Enlargement  of  the  New  York  Metropolitan  marketing  area  in  1957  brought 
many  handlers  in  upstate  New  York  and  northern  New  Jersey  under  regulation  of 
the  order.  As  a  result.  Class  I-C,  covering  milk  sold  to  handlers  in  these 
areas,  was  no  longer  needed. (The  I-C  provision  is  discussed  in  more  detail 
on  page  JO,) 

In  1956,  Philadelphia  terminated  special  pricing  of  Class  I  milk  sold  to 
unregulated  and  other  than  Federally  regulated  markets  because  of  administra- 
tive difficulty  of  determining  the  Class  I  price  in  these  markets.   In  addi- 
tion, the  .:pecial  pricing  of  certain  Class  II  milk  uses  was  discontinued  in 
1956  because  it  was  no  longer  warranted  by  surplus  conditions  in  the  market. 


Trend  in  Number  of  Use  Classes 

A  change  from  multiple  use -class  systems  to  systems  with  a  minimum  of 
use  classes  was  definitely  apparent  in  Federal  market  orders  by  1950.   As 
shown  in  table  2,  the  number  of  markets  with  2  general  classes  increased 
sharply  after  19^9?  "while  the  number  with  more  than  2  classes  decreased. 

^ae  increase  in  2 -class  systems  came  about  for  two  reasons.  Systems  of 
virtually  all  new  markets  coming  under  regulation  between  1950  and  195^ 
provided  for  only  2  classes.  I3/  In  addition,  orders  for  I5  multiple -class 
markets  were  amended  during  the  same  period  to  provide  for  2  general 
classes.  1^/ 

There  has  also  been  a  tendency  in  recent  years  to  group  all  milk  uses 
requiring  approved  milk  in  a  single  class.  Class  I.   Between  19^9  and  1958, 
the  orders  for  13  markets  were  amended  to  achieve  this  purpose.  Upward  re- 
classification of  some  uses  and  a  shift  to  fewer  classes  was  facilitated  in 
the  markets  by  a  skim  milk  and  butterfat  basis  of  accounting. 

As  a  result  of  the  trend  toward  fewer  general  classes,  the  proportion  of 
markets  with  2  classes  rose  from  27  percent  of  all  Federal  order  markets  at 
the  end  of  19^4-9  to  83  percent  at  the  end  of  1957.   On  the  other  hand,  the 
proportion  of  markets  with  3  general  classes  dropped  from  58  percent  of  all 


13/  Of  6  new  markets  put  under  Federal  regulation  in  1950,  the  orders 
for  5  provided  for  2  general  classes.  Six  of  the  seven  new  orders  effective 
in  1951  provided  for  2  general  classes;  and  all  of  the  new  orders  promiilgated 
between  1952  axid  1958  provided  for  2  general  classes. 

lU/  Cincinnati,  Colimibus,  Dayton-Springfield,  Duluth-Superior,  Ft.  Wayne, 
Kansas  City,  Louisville,  Nashville,  New  Orleans,  Quad  Cities,  Rockf ord-Free - 
port,  Sioux  City,  Toledo,  Topeka,  and  Wichita  markets. 
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Federal  order  markets  at  the  end  of  19^+9  to  13  percent  at  the  end  of  1957- 
The  proportion  of  J+-class  markets  also  dropped  sharply  during  the  same  period- - 
from  15  percent  of  all  markets  at  the  end  of  19^4-9  to  k   percent  at  the  end  of 
1957- 

Considerable  intramarket  uniformity,  so  far  as  general  classes  are  con- 
cerned, was  achieved  as  a  result  of  these  developments. 

In  19^9,  the  only  market  group,  (a  group  includes  2  or  more  markets) 
which  exhibited  complete  system  uniformity  was  the  New  England  group,  where 
all  markets  operated  under  2-class  arrangements.  At  the  end  of  1957,  "the 
New  England  market  systems  were  still  imiform.   In  addition,  all  markets  within 
the  Pennsylvania -Delaware,  Minnesota-Iowa-South  Dakota -Nebraska,  Missouri- 
Kansas,  Oklahoma -Arkansas,  Texas,  Lower  Mississippi  Valley,  and  Washington 
State  groups  were  operating  under  \iniform — 2  class — arrangements. 

General  intramarket  imiformity  was  likewise  shown  in  the  Kentucky- 
Tennessee  market  group,  where  orders  for  6  of  the  7  markets  provided  for 
2-class  systems. 

Little  uniformity,  however,  had  been  achieved  at  the  end  of  1957  in 
either  the  Chicago  market  group,  where  2-,  3-,   and  U-class  systems  were 
scattered  among  8  markets,  or  in  the  Michigan-Ohio-West  Virginia  group,  where 
9  markets  operated  under  2-class  arrangements,  k   under  3-class  arrangements, 
and  1  under  a  ^4— class  system. 

As  has  been  pointed  out,  several  orders  provided  for  special  pricing 
arrangements  which  are  the  equivalent  of  extra  use  classes.   If  all  such 
arrangements  are  taken  into  consideration,  whether  effective  on  a  seasonal 
or  a  year-round  basis,  a  grouping  of  markets  according  to  type  of  classifica- 
tion system  differs  somewhat  from  that  in  which  only  general  use  classes  are 
considered. 

Table  6  shows  a  comparison  of  Federal  order  market  groups  in  1957  and 
1953,  t)y  type  of  system,  considering  general  use  classes  only  and  considering 
both  general  and  extra  use  classes. 

Two-class  markets  would  be  in  the  majority  in  1957  when  grouped  either 
by  general  use  classes  only  or  by  both  general  and  extra  use  classes.   In- 
clusion of  extra  use  classes  would,  however,  drop  the  proportion  of  these 
systems  6  percentage  points  below  that  resulting  from  inclusion  of  general 
classes  only.   Grouping  on  the  broader  basis  would  raise  the  proportion  of 
3-class  markets  by  3  percentage  points  and  lower  the  proportion  of  U-class 
markets  by  a  single  point.  Moreover,  when  grouped  on  the  more  inclusive 
basis,  it  appears  that  3  markets  operated  with  5-class  systems  in  1957- 

As  mentioned,  the  extra  class  situation  in  1957  differed  significantly 
from  that  in  1953.  Comparison  of  1953  and  1957  data  show  conclusively  that 
a  greater  proportion  of  markets  operated  with  more  than  2  classes  in  1953 
than  in  1957-   Data  show  also  that  2  markets  operated  with  more  than  5  classes 
in  1953;  none  was  in  that  category  in  1957. 
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Table  6. --Grouping  of  Federal  order  markets  by  type  of  system,  based  on 
general  use  classes  only  and  on  both  general  and  extra  use  classes, 

1953  and  1957  1/ 


Type  of  system 


Federal  order  markets 

1953 

1957 

•  Percentage 
Number   '            of 

'          total 

:  Percentage 
Nijmber   :     of 

•    total 

General  use  classes  only:     : 

2  classes :  3^ 

3  classes :  12 

^4-  classes :  3 

Total ;  1+9 

General  and  extra  use  classes: * 

2  classes '  27 

3  classes '  12 

k   classes •  5 

5  classes *  3 

More  than  5  classes :  2 

Total •  1+9" 


100 


68 


100 


"M" 


69 

56 

83 

25 

9 

13 

6 

3 

h 

100 


55 

52 

77 

25 

11 

16 

10 

2 

3 

6 

3 

1+ 

k 

--_ 

-- 

100 


1/  End  of  year. 

Therefore,  "while  there  has  been  a  trend  since  1950  toward  systems  with 
a  minimum  of  general  use  classes,  apparently  there  has  also  been  a  tendency, 
primarily  in  the  smaller  markets,  toward  providing  extra  use  classes  by  way 
of  special  pricing  arrangements.   The  purpose  of  such  arrangements,  partic- 
ularly those  effective  on  a  seasonal  basis  only,  has  been  to  prevent  surpluses 
from  disnipting  the  orderly  flow  of  milk  within  the  markets. 


CLASSIFICATION  OF  PRODUCTS 

The  legislation  I5/  which  authorized  the  Secretary  of  Agriculture  to 
classify  milk  "...in  accordance  with  the  form  in  which  or  the  purpose  for 
which  it  is  used..."  placed  no  limitation  on  the  number  of  classes  which  the 
classification  system  in  any  Federally  regulated  market  coTild  contain. 
Neither  did  it  specify  the  class  to  which  products  should  be  allocated. 


157 Public  Law  No.  137,  75th  Cong.   See  footnote  1,  page  2, 
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The  niomber  of  purposes  for  wMch  milk  is  used  is  large,  and  it  continues 
to  grov  as  nev  products  are  Introduced  from  time  to  time.   Because  it  would, 
obviously,  not  be  feasible  to  establish  a  separate  price  for  each  of  the  many 
uses  of  milk,  it  has  been  the  practice  to  group  all  similar  uses  in  a  single 
class.   The  actual  class  into  vhich  product  groups  are  ultimately  fitted  is 
determined  in  large  measure  by  situations  within  individual  markets. 

That  production  costs  are  increased  by  the  necessity  of  meeting  local 
health  regulations,  and  that  transportation  costs  vary  in  accordance  with  the 
■form  in  which  milk  supplies  come  to  market,  have  already  been  mentioned. 
These  costs  tend  to  vary  from  market  to  market,  and  therefore  their  effect 
on  milk  prices  varies  from  market  to  market. 

Seasonality  of  production,  the  amount  of  surplus  in  a  market,  the  avail- 
ability of  outlets  for  the  surplus,  and  the  competitive  value  In  the  mllkshed 
of  milk  for  manufacturing  are  likewise  factors  which  tend  to  affect  milk  prices, 
These  factors  also  tend  to  differ  from  market  to  market.   Hence,  the  classifi- 
cation of  milk  for  any  given  use  may  differ  among  markets,  depending  upon  the 
Importance  of  one  or  more  of  these  factors. 

How  Established  Products  Have  Been  Classified 

The  classification  of  mjlk  for  fluid  cream,  milk  drinks,  buttermilk, 
ice  cream,  cottage  cheese,  evaporated  milk,  cheddar  cheese,  and  butter  is 
shown  in  table  7  for  three  periods . 

Variation  among  markets — particxilarly  between  the  first  and  last  peri- 
ods--ln  the  classification  of  milk  for  identical  purposes  is  shown  by  the 
table.   The  classification  of  milk  used  for  each  of  the  selected  products  in 
the  very  early  years  of  market  regulation  should,  however,  be  looked  upon  as 
historical. 

It  has  been  mentioned  that  market  precedent  frequently  accounted  for  the 
classifications  originally  established  in  majiy  of  the  earliest  Federal  market 
orders.  As  local  situations  later  demonstrated  the  need  for  change,  some 
systems  were  revised.   Because  few  changes  of  any  kind  were  made  during  the 
World  War  II  years,  general  reclassification  was  not  effected  until  after  the 
end  of  the  war. 

Markets  coming  under  Federal  regulation  for  the  first  time  after  l'^k6 
had  the  benefit  of  the  experience  gained  by  the  longer  established  markets. 
For  this  reason,  despite  the  fact  that  data  are  presented  for  earlier  years, 
classification  developments  In  Federal  order  markets  since  19^6  are  the  more 
significant. 
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Table  7. --Classification  of  milk  used  for  established  products  in  Federal  order  markets,  by  number 
of  markets  and  type  of  system,  December  31,  19^4-1,  1914-5,  and  I957 


Commodity  and  type  of 
classification  system 


Federal  order  markets,  December  31 


191+1  1/ 


Class 
I 


Class 
II 


Class 
III 


191+5  2/ 


Class 
I 


Fluid  cream: 
2 -class. . . 
3 -class  V 
l)-class  V 
5-class  hj 


Milk  drinks: 
2-class. . . 


3-class  y :  6/  3 

l+-class  y 

5-class  y 


Buttermilk: 
2-class. . . . 
3-class  y. 


l+-class 
5-class  y 


S: 


Class 
II 


Number 

Number 

Number 

Number 

Number 

... 

5 

... 

2 

6 



7 
5 



1 

11 
5 
1 

... 

h 
6/3 
9/1 

2/ 

1 
2 
2 

§/' 

1 

7 

7/  7 

2 

9/ 

1 

y  2 
3 
9/ 

1 

1 

1+ 

2 

7 
1+ 

1 

6 

1 

2 

2 

1 
1 

^ 

Class 
III 


1957  3/ 


Class 
I 


Class 
IT 


2/ 


1+8 

7 
1 


56 

8/  8 

3 


56 

9 
3 


9 

5/ 
2 


8/ 


Class 
III 


Number   Number   Number   Number 


5/ 


8/ 


.Class 
!  II 


Class 

III 


Class 
IV 


Class 
II 


Class 
III 


Class 
IV 


Class 
II 


Class 
III- 


Class 
IV 


Ice  cream: 
2-class. . . 
3-class  y 
l+-class  y 
5-class  y 


Cottage  cheese: 
2-class 

3-class  y . . . 


l4--class 
5-class  y 


Vf. 


Number 

Number 

Niomber 

Number 

Number 

5 

7 

... 

8 
1 

11 

2 

3 

1 
1 

h 

5 

1+ 

3 

... 

8 
7 

5 

2 

3 



5 



Number   Number   Number   Number 


Evaporated  milk:  : 

2-class :10/  5 

3-class  y : 

Ij-class  y : 

5-class  y : 


10/ 


12 

5 

1 


10/  56 
~      6 

1 

3 
2 

10/  56 

~       8 

1 

3 

~~~ 

56 
3 

10/  6 
10/  2 

Cheddar  cheese:         '  : 

2-class :10/  5 

3-class  y : 

1*— class  y : 

5-class  y : 


7 

1 


See  footnotes  at  end  of  table. 


10/  8 


12 
2 


—  10/  56 


Continued 
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Table  7. Classification  of  milk  used  for  established  products  in  Federal  order  markets,  by  number 

of  markets  and  type  of  system,  December  31,  19'+1,  ^9^'?   and  1957--Continued 


type  of 

system 

Federal  order  markets,  December 

31 

Commodity  and 
classification 

191+1  1/ 

•           191+5  2/ 

1957  3/ 

Class  : 
II    : 

Class  :  Class 
III    :   IV 

:  Class   :  Class   ; 
:  II    :  III   : 

Class 

IV 

Class 
II 

:  Class   :  Class 
:   III    :   IV 

Butter: 

2-cla6S 

"^-class  h/ . . 

Niimber 
10/  5 

Number   Number 

7 

5 

Nimiber   Number 

10/  8 

— -  10/  12 

Number   N\mber 

—  10/  56 

5 

1 

Number   Number 

10/  9 

3 

i+-clas6  y  •  • 
5-class  h/ . . 



1/   17  of  the  20  markets  under  Federal  order  were  Included  in  the  analysis. 

2/   26  of  the  27  markets  under  Federal  order  were  included  in  the  analysis. 

3/   The  68  markets  under  Federal  order  were  Included  in  the  analysis. 

V   Data  for  the  New  York  Metropolitan  market  are  included  with  Ij— class  markets  for  the  period  ending 
December  31,  19'4-1,  and  with  5-clasE  markets  for  the  period  ending  December  31,  19'+5-  Data  for  the 
New  York-New  Jersey  market  are  included  with  3-class  markets  for  the  period  ending  December  31,  1957- 
Although  operating  nominally  under  the  type  of  system  indicated  for  each  period,  the  order  for  this  mar- 
ket provided  for  h   general  classes  and  3  extra  use  categories  at  the  end  of  19^1j  for  5  general  classes 
and  9  extra  use  categories  at  the  end  of  19'+5;  and  for  3  general  classes  and  ?  extra  use  categories  at 
the  end  of  1957- 

5/   Class  II  if  sold  inside  the  New  York  Metropolitan  marketing  district;  Class  III  if  sold  in  up- 
state New  York  and  northern  New  Jersey. 

6/   Two  markets  classified  as  I  or  III,  depending  upon  the  butterfat  content  of  the  product. 

7/   Two  markets  classified  as  I  or  III  and  one  market  classified  as  I  or  II,  depending  upon  the  butter- 
fat  content  of  the  product. 

8/   New  York-New  Jersey  market  classified  as  I,  II,  or  III  depending  upon  destination. 

9/   One  market  classified  as  I  or  II,  depending  upon  the  butterfat  content  of  the  product. 
10/   Special  pricing  authorized  in  one  or  more  markets. 
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Basis  for  Classification  of  Established  Products 

Several  observations  may  be  made  about  the  reasons  given  for  classifying 
milk  used  for  particular  products  in  a  particular  use  class. 

Frequently  several  reasons  were  given  without  evidence  to  indicate  which 
were  the  most  important.  Occasionally,  some  of  the  reasons  given  appeared  to 
be  surface  reasons .  l6/ 

In  many  instances,  differences  in  classification  among  markets  cannot  be 
explained  on  the  basis  of  reasons  given.  Milk  used  for  identical  products, 
for  example,  has  frequently  been  classified  differently  in  markets  having  the 
same  number  of  classes  in  their  pricing  systems  (table  7);  yet  on  the  basis  of 
the  facts  given,  conditions  in  the  markets  might  appear  to  be  identical. 
Enlargement  of  the  usually  brief  exposition  in  the  record  might  have  revealed 
that  conditions  in  the  markets,  although  similar,  were  not  identical.   A 
separate  cream  class,  for  example,  may  have  been  considered  necessary  in  some 
markets  but  not  in  others . 

It  is  also  recognized  that  were  the  people  who  wrote  the  earlier  orders 
confronted  with  the  same  facts  about  the  markets  today,  they  might  give  dif- 
ferent reasons  for  their  determinations,  or  they  might  classify  some  milk 
differently. 

Fluid  Whole  Milk 

Federal  order  markets  have  always  classified  fluid  whole  milk  used  for 
bottling  in  the  highest  use  category.  Class  I.   As  explained  earlier,  this 
milk  has  been  so  classified  because  suppliers  of  milk  for  fluid  use  incur 
extra  costs  in  producing  a  high  quality  product.  Moreover,  the  cost  of  trans- 
porting this  bulky,  perishable  commodity  to  market  is  relatively  high. 

Some  market  orders  have  permitted  the  price  of  a  portion  of  the  fluid 
whole  milk  used  for  bottling  to  be  lower  than  the  price  normally  applied  to 
milk  for  fluid  use . 

Special  Pricing  of  Class  I  Milk  Sold  for  Relief  Purposes 

Beginning  in  the  early  1930' s,  several  markets  with  large  surpluses  17/ 
cooperated  with  governmental  emergency  relief  programs  by  pricing  Class  I  milk 
sold  to  low-income  consumers.  Including  relief  clients,  below  the  regular 
Class  I  prices.   Such  practice  assisted  the  various  levels  of  government  with 
their  food  relief  programs  in  the  depression  years,  and  at  the  same  time  aided 
the  markets  in  disposing  of  some  of  their  milk  surpluses. 


16/   It  was  reasoned  occasionally,  for  example,  that  milk  should  be  clas- 
sified in  a  certain  class  because  it  was  so  classified  in  other  markets,  or 
because  such  classification  would  simplify  administration  of  the  order. 

17/  For  example,  Chicago,  Kansas  City,  Louisville,  New  York  Cit;;>^  and 
Toledo. 
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The  price  of  Class  I  milk  so  disposed  of  was  usually  somewhat  above  the 
manufacturing  price.   In  Kansas  City,  for  example,  the  order  price  of  Class  I 
milk  "in  August  1939  was  $2.20  per  hundredweight,  and  the  price  of  Class  I  milk 
disposed  of  to  low-income  consumers  and  relief  clients  was  "not  less  than  $1-95 
per  hundredweight."  l8/  In  Toledo,  another  Federal  order  market  which  cooper- 
ated in  the  relief  program,  the  order  price  of  Class  I  milk  in  April  19^0  was 
$2.35  per  hundredweight,  and  the  price  of  Class  I  milk  sold  to  low-income  con- 
sumers and  persons  on  relief  was  $1.90  per  hundredweight.  I9/ 

As  income  levels  rose  in  the  late  1930' s,  the  need  for  relief  milk  grad- 
ually lessened.   Provisions  for  the  special  pricing  of  Class  I  milk  sold  for 
relief  purposes  were  eventually  deleted  from  all  market  orders  as  a  matter  of 
policy  and  have  not  been  reinstated. 

Pricing  of  Class  I  Milk  Sold  to  a  Secondary  Market 

For  many  years.  Federal  orders  customarily  provided  that  Class  I  milk 
sold  to  a  secondary  market  would  be  priced  in  line  with  the  price  in  the  mar- 
ket where  it  was  sold.   That  is  to  say,  the  price  of  Class  I  milk  sold  outside 
a  Federal  order  market  for  use  as  fluid  milk  was  fixed  at  the  price  which  the 
market  administrator  found  that  distributors  in  the  secondary  market  were 
paying. 

Special  pricing  of  Class  I  milk  sold  outside  a  marketing  area  was  covered 
in  the  orders  under  the  section  on  minimum  pricing  in  substantially  the  fol- 
lowing language: 

The  price  to  be  paid  producers  by  a  handler  for  Class  I 
milk  disposed  of  outside  the  marketing  area,  in  lieu  of 
the  price  otherwise  applicable  pursuant  to  this  section, 
shall  be  the  price  which,  as  ascertained  by  the  market 
administrator,  is  being  paid  by  processors,  in  the  market 
where  such  milk  is  disposed  of,  for  milk  for  equivalent 
use.  20/ 

The  going  price  in  the  secondary  market  was  not  necessarily  the  same  as 
the  Class  I  price  in  the  regulated  market.   It  may  have  been,  moreover,  a  flat 
rather  than  a  blend  price,  and  thus  not  comparable  with  the  price  in  the 
regulated  market. 

Provision  for  the  special  pricing  of  out-of-area  sales  of  milk  was  grad- 
ually dropped  from  Federal  orders,  and  in  most  markets  Class  I  milk  is  now 
uniformly  priced  regardless  of  where  sold. 


IBT  Order  No.  I3,  as  amended.  Regulating  the  Handling  of  Milk  in  the 
Kansas  City,  Missouri,  Marketing  Area,  effective  August  28,  1939- 

19/  Order  No.  30,  as  amended.  Regulating  the  Handling  of  Milk  in  the 
Toledo,  Ohio, Marketing  Area,  effective  April  25,  191+0 . 

20/  Sec.  9k6.k{'b)   of  Order  No.  i^^, Regulating  the  Handling  of  Milk  in  the 
Louisville,  Kentucky,  Marketing  Area,  effective  March  29,  191+0. 
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Effective  June  1,  195^,  provision  for  special  out-of-area  pricing  of 
Class  I  milk,  except  that  applying  to  sales  in  the  New  York  marketing  area, 
was  deleted  from  the  Philadelphia  order.   The  decision  approving  the  deletion 
contained  several  observations  concerning  the  effect  of  such  practice  on  the 
Philadelphia  market.  21/ 

In  the  decision  it  was  pointed  out,  among  other  things,  that  milk  sold 
for  fluid  uses  outside  the  Philadelphia  marketing  area  had  the  same  character- 
istics of  bulk  and  perishability,  was  produced  under  identical  conditions  and 
cost,  and  was  subject  to  the  same  cost  of  transportation  from  farm  to  handler's 
plant  as  milk  disposed  of  Inside  the  marketing  area. 

The  price  level  effective  under  the  Philadelphia  order,  it  was  explained, 
was  intended  to  bring  forth  a  supply  of  milk  adequate  to  meet  the  demands  of 
the  marketing  area,  but  not  necessarily  to  fulfill  the  requirements  of  outside 
markets  at  prices  different  from  the  price  established  for  milk  sold  in  the 
marketing  area. 

Fixing  a  lower  price  for  milk  sold  in  other  markets  could,  according  to 
the  decision,  have  a  depressing  effect  on  the  price  paid  farmers  by  competing 
unregulated  distributors  in  such  markets.   Such  action  would  tend  to  lower 
blend  prices  paid  to  producers  in  the  Philadelphia  market,  and  could  require 
that  prices  for  milk  sold  within  the  regulated  market  be  raised  to  provide  an 
incentive  for  the  production  of  a  sufficient  supply  of  milk  for  market  needs. 

Administrative  difficulty  encoxintered  in  determining  the  price  being  paid 
for  Class  I  milk  by  distributors  in  secondary  markets  was  also  cited  as  a 
reason  for  discontinuing  the  special  out-of-area  pricing  practice. 

Pricing  arrangements  with  respect  to  Class  I  milk  disposed  of  for  fluid 
use  within  the  New  York  marketing  area  were  continued  under  the  Philadelphia 
order,  however,  in  accordance  with  a  decision  issued  in  May  195^.  22/  Accord- 
ing to  the  decision: 

. . .The  present  pricing  scheme  for  milk  sold  into  the 
New  York  marketing  area  was  devised  to  prevent  handlers, 
who  might  do  a  substantial  business  in  the  New  York  mar- 
ket and  with  only  a  casual  association  with  the  Philadelphia 
market,  from  using  the  Philadelphia  order  as  a  means  of 
evading  regulation  and  pooling  under  the  New  York  order, 
and  thus  depriving  the  New  York  pool  and  regular  producers 
for  that  market  of  the  value  of  the  Class  I  sales  made  there... 

21/  21  P.P.  (Federal  Register)  31l6,  May  10,  195^. 
22/  See  footnote  21. 
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Under  the  Philadelphia  order,  the  price  of  Class  I  milk  sold  within  the 

New  York  marketing  area  for  fluid  use  is  the  Class  I-A  price  computed  pursuant 

to  the  New  York  order,  less  any  payment  required  to  be  made  to  the  New  York 
pool. 

Provision  for  the  special  pricing  of  Class  I  milk  sold  in  upstate 
New  York  and  northern  New  Jersey,  Class  I-C,  was  deleted  from  the  amended 
New  York  order  effective  August  1,  1957,  and  milk  formerly  included  thereunder 
was  reclassified  as  Class  I-A.   Class  I-B,  which  covered  milk  sold  to  unregu- 
lated secondary  markets,  was  retained.  The  prices  of  Class  I-A  and  Class  I-B 
milk  were  identical. 

Class  I-C  was  defined  in  the  order  before  amendment  as: 

...All  milk...  the  butterfat  from  which  leaves  the 
plant  in  the  form  of  milk,  concentrated  fluid  milk, 
fluid  milk  products,  or  as  cultiired  or  flavored  milk 
drinks  containing  3-0  percent  or  more  but  not  more  than 
5.0  percent  of  butterfat,  and  which  is  delivered  to  a 
plant  or  a  purchaser  in  the  State  of  New  York  or  northern 
New  Jersey,  but  which  at  no  time  (l)  is  received,  other 
than  directly  from  producers,  at  a  plant  in  the  marketing 
area,  or  (2)  otherwise  enters  the  marketing  area  except 
as  an  incident  to  its  transportation  and  delivery  to  a 
point  outside  of  the  marketing  area...  23/ 

The  price  of  Class  I-C  milk  was  20  cents  above  the  blend  price.   This 
figure  was  arrived  at  on  the  premise  that  it  was  the  price  at  which  unregulated 
handlers  coiild  buy  milk  in  competition  with  pool  plants,  and  was  calculated  to 
enable  pool  plants  to  sell  a  maximum  amount  of  milk  for  Class  I  purposes  at  a 
price  above  the  blend  price.  * 

As  has  been  mentioned,  the  New  York  Metropolitan  marketing  area  was  en- 
larged, effective  August  1,  1957?  "to  include  several  counties  in  northern 
New  Jersey  and  upstate  New  York.   As  a  result,  many  handlers  formerly  outside 
the  marketing  area,  and  hence  unregulated  under  the  order,  came  within  the  en- 
larged area  ajid  xinder  regulation  of  the  order.   Because  only  a  relatively  small 
and  irregular  volume  of  milk  could  be  expected  to  be  disposed  of  outside  the 
enlarged  area.  Class  I-C  was  no  longer  needed.  2^/ 

Classification  of  Fluid  Milk  According  to  Destination 

At  the  end  of  1957,  the  orders  for  all  markets  under  Federal  regulation 
provided  specifically  for  classifying  milk  moved  as  fluid  milk  to  destinations 
outside  the  marketing  area  proper.   Milk  transferred  or  diverted  from  a  market 
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237  SecT  927.37(c)  of  Order  No.  27,  as  amended.  Regulating  the  Handling 
of  Milk  in  the  New  York  Metropolitan  Marketing  Area,  effective  August  1,  I956, 
2k/     22  F.R.  3318,  May  11,  I957. 
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IS  fluid  milk,  skim  milk,  or  cream  is,  in  general,  classified  automatically  in 
:he  Class  I  category.  25/  Such  milk  may  usually  be  classified  in  a  lower 
;lass,  however,  if  the  handler  offers  proof  that  it  was  actually  used  in  a 
Lower  class. 

Class  I  appears  to  be  justified  for  at  least  two  reasons.   In  the  first 
place,  verification  of  the  use  of  milk  once  it  has  left  a  market  is  adminis- 
tratively difficult.   Automatic  classification  in  Class  I  tends  to  simplify 
administrative  procedures. 

In  the  second  place,  because  manufacturing  facilities  as  a  rule  are 
[located  within  reasonable  distance  of  most  markets,  milk  for  manufacturing 
does  not  usually  need  to  move  far.   Consequently,  when  fluid  milk  is  moved  a 
long  distance  from  market,  without  evidence  to  the  contrary  it  is  assumed  that 
it  is  not  going  into  manufacture  and  should,  therefore,  be  classified  and 
priced  as  Class  I  fluid  milk.  26/ 

Details  of  the  provisions  of  the  orders  differed  somewhat  from  market  to 
market.  Those  contained  in  the  Wichita  order  are,  however,  reasonably  repre- 
sentative.  This  order  27/  provided  as  follows: 

Section  968.  U^j-.   Transfers.   Skim  milk  and  butterfat 
transferred  or  diverted  from  an  approved  plant 
shall  be  classified: 

(a)   At  the  class  mutually  indicated  in  writing 
to  the  market  administrator  by  both  handlers  on  or 
before  the  Tth  day  after  the  end  of  the  month  in  which 
such  transaction  occurred,  otherwise  as  Class  I  milk, 
if  transferred  or  diverted  in  the  form  of  milk,  skim 
milk  or  cream  to  the  approved  plant  of  another  handler, 
subject  in  either  event  to  the  following  conditions: 


25/  Provision  for  classifying  in  Class  I  in  this  instance  differs  from 
that  described  in  the  preceding  section.   In  the  former  instance,  the  use  of 
the  milk  sold  to  a  secondary  market  was  verified.   The  price  at  which  it  was 
sold  in  the  secondary  market  was  not  necessarily  the  same  as  the  Class  I  price 
in  the  regulated  market.   Under  the  circumstances  described  here,  classifica- 
tion in  Class  I  is  made  automatically  and  without  verification  of  the  use  out- 
side of  the  regulated  market. 

26/  In  19^^  it  was  proposed  that  the  New  York  Metropolitan  order  be 
amended  to  provide  for  the  classification  of  milk  shipped  more  than  65  miles 
from  the  plant  where  it  was  received  from  producers.   According  to  the  tenta- 
tive agreement  issued  on  March  30,  19^5?  there  was  "no  need  for  shipping  milk 
beyond  such  limits  except  for  use  as  milk...,"  It  was  further  pointed  out  that 
"in  the  absence  of  such  limitation  /T.e.-,  65  m±les_J,    it  would  be  administra- 
tively necessary  to  audit  the  records  of  plants  outside  the  normal  area 
covered  by  the  market  administrator's  staff...." 

27/  Federal  Order  No.  68,  as  amended.  Regulating  the  Handling  of  Milk  in 
the  Wichita,  Kansas .Marketing  Area,  effective  April  1,  195^- 
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(1)  The  receiving  handler  has  utilization  in 
such  class  of  an  equivalent  amount  of  skim  milk 
and  butter fat J  respectively;  and 

(2)  Such  skim  milk  or  butterfat  shall  be 
classified  so  as  to  allocate  to  producer  milk 
the  greatest  possible  total  Class  I  utilization 
in  the  two  plants. 

(b)  As  Class  I  milk  if  transferred  in  the 
form  of  milk_,  skim  milk,  or  cream  to  a  producer- 
handler  . 

(c)  As  Class  I  milk  if  transferred  or  diverted 

in  the  foim  of  milk,  skim  milk  or  cream  to  an  unapproved 
plant  located  more  than  250  miles  from  the  approved 
plant  by  the  shortest  highway  distance  as  determined  by 
the  market  administrator,  except  that  (l)  cream  so  trans- 
ferred may  be  classified  as  Class  II  milk  if  its  utili- 
zation as  Class  II  milk  is  established  through  the  oper- 
ation of  another  Federal  order  for  ajiother  milk  marketing 
area;  or  (2)  cream  so  transferred  with  prior  notice  to 
the  market  administrator,  and  with  each  container  labeled 
or  tagged  with  a  certificate  of  the  transferor  that  such 
cream  is  sold  as  Grade  C  cream  "for  manufacturing  only", 
may  be  classified  as  Class  II  milk,  subject  to  such 
verification  of  alternative  utilization  as  the  market 
administrator  may  make. 

(d)  As  Class  I  milk,  if  transferred  or  diverted 

in  the  form  of  milk,  skim  milk  or  cream  to  an  unapproved 
plant  distributing  fluid  milk  or  cream  and  located  less 
than  250  miles  from  the  pool  plant  from  which  transferred, 
unless  the .market  administrator  is  permitted  to  audit  the 
records  of  receipts  and  utilization  at  such  unapproved 
plant,  in  which  case  the  classification  of  all  skim  milk 
and  butterfat  received  at  such  unapproved  plant  shall  be 
determined  and  the  skim  milk  and  butterfat  transferred 
from  the  approved  plant  shall  be  allocated  to  the  highest 
use  remaining  after  subtracting,  in  series  beginning  with 
Class  I  milk,  receipts  of  skim  milk  and  butterfat  at  such 
unapproved  plant  direct  from  dairy  farmers  who  the  market 
administrator  determines  constitute  the  regular  source 
of  supply  for  fluid  usage  of  such  unapproved  plant  in 
markets  supplied  by  such  plant. 

(e)  As  Class  II  milk,  if  transferred  or  diverted 
in  the  form  of  milk,  skim  milk  or  cream  to  an  unapproved 
plant,  located  not  more  than  250  miles  from  the  approved 
plant  and  which  does  not  distribute  fluid  milk  or  cream 
except  that  where  such  unapproved  plant  is  operated  by 

a  person  who  is  also  a  handler  or  an  affiliate  of  a 
handler,  (l)  the  market  administrator  shall  be  permitted 
to  audit  the  records  of  receipts  and  utilization  at  such 
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unapproved  plant,  and  (2)  to  the  extent  that  skim 
milk  or  butterfat  is  disposed  of  from  such  unapproved 
plant  to  any  other  milk  plant  in  the  form  of  milk, 
skim  milk  or  cream,  skim  milk  or  butterfat  so  trans- 
ferred or  diverted  to  such  unapproved  plant  shall  be 
classified  as  if  moved  directly  from  the  approved 
plant  to  such  other  milk  plant. 

(f)   Skim  milk  or  butterfat  transferred  to  a 
nonpool  plant  from  which  fluid  milk,  skim  milk  or 
cream  is  transferred  to  a  pool  plant  shall  be  subject 
to  reclassification  to  the  extent  of  the  amount  so 
transferred  from  such  nonpool  plant. 

Orders  for  ^0  of  the  68  markets  under  Federal  regulation  at  the  end  of 
1957  specified  the  distance  beyond  which  milk  would  automatically  become 
Class  I.   They  also  specified  the  conditions  to  be  met  if  other  than  Class  I 
were  to  be  permitted  (see  Wichita  order  provisions  cited  above). 

As  of  December  31 j  1957^  the  distances  specified  in  a  majority  of  the 
orders  did  not  exceed  250  miles.    They  ranged  from  100  miles  in  the  orders 
for  many  markets  in  the  North  Central  States  to  ^4-00  miles  in  the  order  for  the 
Austin-Waco  market. 

In  the  period  195^  through  1957^  distances  which  milk  was  permitted  to 
move  as  other  than  Class  I  were  increased  in  nine  markets.  28/  The  distance 
which  milk  could  move  as  Class  II  was  increased  on  two  separate  occasions  in 
the  Louisville  market.   All  increases  were  necessitated  by  changing  con- 
ditions within  the  markets. 

Areas  of  supply  for  some  markets  were  enlarged,  making  it  necessary  to 
transport  diverted  milk  longer  distances  to  manufacturing  plants.  29/ 

In  other  markets,  the  advent  of  the  bulk  tank  made  distance  increases 
necessary.   In  the  Ozark  marketing  area,  to  cite  but  a  single  example,  the 
biilk  tank  made  it  advantageous  to  divert  milk  directly  from  producer  to 
manufacturing  plant.   In  many  instances,  producers'  fanns  were  reported  to  be 
farther  from  manufacturing  plants  than  they  were  from  handlers'  plants. 

Moreover,  conveniently  located  facilities  for  handling  necessary  reserve 
milk  supplies  were  becoming  inadequate  in  such  markets  as  Toledo,  St.  Louis, 
Wichita,  Central  Arizona,  and  Appalachian.   In  order  to  dispose  of  all  surplus 
milk,  particularly  during  flush  production  seasons,  milk  for  manufacturing 
had  to  be  moved  greater  distances  from  market.   And  liberalization  came  about 
in  one  market  (Louisville)  because  more  favorable  prices  for  surplus  milk  could 
be  obtained  at  plants  farther  from  market  than  milk  could  be  moved  as  Class  II 
under  existing  order  provisions. 


2^7  Appalachian,  Central  Arizona,  Louisville,  Nashville,  North  Texas, 
Ozarks,  St.  Louis,  Toledo,  and  Wichita  markets. 

29/  The  North  Texas  market  is  a  good  example. 
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Milk  moved  a  specified  distance  from  market  in  the  form  of  fluid  cream 
under  Grade  A  certification  is  classified  in  the  cream  class — Class  I  uader 
the  terms  of  a  majority  of  market  orders.   About  a  third  provide  that  cream 
moved  without  Grade  A  certification,  or  labeled  to  indicate  that  it  is  to  be 
used  for  manufacturing  purposes  only,  will  be  classified  in  a  lower  class. 

Classification  of  Milk  Sold  in  Bulk  to  Commercial  Food  Processors 

Milk  sold  in  bulk  to  commercial  food  processors  within  a  market,  although 
a  relatively  minor  use,  was  specifically  covered  in  the  classification  provi- 
sions of  the  orders  for  25  Federal  order  markets  at  the  end  of  1957  (table  13, 
appendix) . 

In  general,  where  commercial  establishments  are  required  by  ordinance  to 
use  approved  milk  for  their  operations,  the  milk,  skim,  and  cream  sold  to  them 
in  bulk  for  specified  uses  is  priced  in  the  appropriate  fluid  milk  or  fluid 
cream  category--Class  I  or  Class  II,  depending  upon  the  pricing  system  in  use 
in  the  market. 

Health  ordinances  in  some  markets,  however,  have  permitted  certain  com- 
mercial food  processors  ajid  food  handlers  to  use  unapproved  milk  in  some  of 
their  manufacturing  and  cooking  operations.   Producer  milk  sold  for  such  com- 
mercial use  is  transported  to  market  in  whole,  fluid  form  at  high  cost.   If 
priced  in  the  regular  fluid  milk  categories,  however,  users  would  doubtless 
substitute  manufactured  products  for  the  fluid  milk,  skim,  or  cream--con- 
densed  and  nonfat  dry  milk,  for  example.   These  manufactiired  products  are 
classified  in  surplus  milk  categories  in  all  market  classification  schemes. 

Thus,  to  meet  competition  of  substitute  products  as  well  as  competition 
from  uninspected  milk,  milk  sold  in  b\ilk  to  certain  commercial  establishments 
has  been  priced  competitively.   In  2-class  markets,  it  has  been  Class  II, 
while  in  3-  and  i4--class  markets,  it  has  generally  been  Class  III. 

Table  13,  appendix,  shows  that  in  all  but  three  markets,  provision  for 

classifying  milk  sold  to  food  processors  was  effective  on  a  year-round  basis 

at  the  end  of  1957-   The  exceptions  were  the  Cincinnati,  Ft.  Wayne,  and 
North  Texas  markets, 

Cincinnati  frequently  had  excess  producer  milk  during  flush  production 
months.   Although  not  required  to  use  inspected  milk  in  their  processing 
operations,  food  processors  reportedly  would  use  such  milk  if  it  were  priced 
attractively.   Hence,  in  order  to  market  some  excess  producer  milk  in  these 
chemnels,  classification  in  Class  III  was  permitted  seasonally. 

Milk,  skim,  and  cream  sold  in  bulk  to  commercial  food  processors  not 
disposing  of  milk  for  fluid  consumption  were  originally  classified  as  Class  I 
in  the  2-class  North  Texas  market  in  1951.   In  August  1953,  however,  the 
Class  I  designation  for  milk  and  skim  sold  for  such  use  was  made  effective 
only  for  the  months  of  September  through  February.  For  the  remainder  of  the 
year,  milk  for  this  use  was  classified  as  Class  II. 
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At  the  same  time,  cream  sold  in  bulk  to  commercial  food  processors  was 
reclassified  as  Class  II  on  a  year-round  basis.   Because  of  the  \inusually  high 
butterfat  content  of  milk  receipts,  the  North  Texas  market  had  for  disposal  a 
sizable  amount  of  cream  in  excess  of  market  needs.   Hence,  producers  and 
handlers  agreed  on  the  Class  II  classification  for  cream  sold  in  bulk  to  food 
processors. 

While  the  Ft.  Wayne  market  operated  vith  three  general  classes — from 
August  19^+1  to  November  1951--milk,  skim,  and  cream  disposed  of  in  bulk  to 
commercial  food  manufacturers  was  classified  in  Class  III.  When  the  market 
order  was  amended  in  1951  to  provide  for  but  two  general  classes,  milk  for 
these  uses  was  classified  in  Class  II  for  the  months  of  Januaiy  through 
September,  and  in  Class  I  for  the  remainder  of  the  year. 

Where  milk  used  by  commercial  food  processors  had  been  classified  in 
Class  II  (North  Texas)  and  in  Class  III  (Ft.  Wayne)  along  with  milk  for  manu- 
factured dairy  products,  the  Class  II  and  Class  III  prices  were  apparently  so 
low  as  to  afford  handlers  a  higher  gross  profit  than  coiild  be  realized  on  milk 
sold  in  bulk  to  other  handlers  for  Class  I  products.   In  periods  of  short 
supply,  therefore,  a  tendency  developed  among  handlers  to  continue  using  milk 
for  Class  II  or  Class  III  purposes  when  it  was  needed  for  Class  I  and  would 
have  given  producers  a  higher  return  if  used  for  Class  I.   As  a  result,  it 
was  necessary  for  both  markets  to  classify  as  Class  I  all  milk  sold  in  bulk 
for  food  processing  during  the  months  of  short  supply. 


Fluid  Cream 

At  the  end  of  1957^  fluid  cream  disposed  of  within  a  marketing  area  was 
Class  I  in  56  of  the  68  markets  \mder  Federal  regulation,  and  Class  II  in  the 
remainder.  The  56  markets  included  many  of  small  or  moderate  size.  None  of 
the  New  England  markets  was  in  the  group,  however,  and  St.  Louis  was  the  only 
large  market  making  such  a  classification. 

At  the  end  of  World  War  II,  fluid  cream  was  a  Class  II  product  in  the 
majority  of  Federal  order  markets.  By  the  end  of  1953^  only  17  of  the  i4-9 
markets  under  order  classified  this  product  in  Class  II.   In  3  of  the  I7, 
Class  II  was  exclusively  a  cream  class,  while  in  the  remainder  30/,  cream  and 
surplus  uses  were  grouped  together.  By  the  end  of  1957>  "the  number  of  markets 
which  classified  cream  in  Class  II  had  been  further  reduced.   Only  12  markets 
used  this  classification,  and  in  none  was  Class  II  exclusively  a  cream  class. 

Classification  of  cream  in  Class  II  has  come  about  in  Federal  order  mar- 
kets for  various  reasons. 

Fluid  cream  has  been  Class  II  in  some  markets  because  local  sanitary 
regulations  have  been  somewhat  less  strict  than  those  applied  to  milk  for 

307  Seven  2 -class,  four  3-class,  and  three  ^-class  markets. 
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bottling.   In  those  markets  in  vhich  the  same  sanitary  regulations  are  applied 
to  cream  as  are  applied  to  whole  milk  and  which  have  received  cream  in  sepa- 
rated form,  classification  in  Class  II  has  "been  effected  to  reflect  the  rela- 
tive cost  of  transportation. 

A  few  markets  have  classified  fluid  cream  in  Class  II  to  prevent  outside 
cream  from  displacing  cream  made  from  producer  milk.   In  these  markets  it  has 
been  reasoned  that  if  cream  were  classified  and  priced  higher  than  Class  II, 
where  sanitary  regulations  permitted,  handlers  would  purchase  cream  from 
sources  outside  the  market,  thereby  forcing  some  producer  milk  into  surplus 
categories. 

In  certain  markets  where  approved  milk  supplies  have  been  sufficient  in 
most  months  to  meet  only  the  requirements  for  fluid  milk,  cream  has  been 
imported  from  areas  not  under  local  inspection.   Any  surplus  inspected  pro- 
ducer milk  used  for  cream,  therefore,  'has  been  sold  in  competition  with  im- 
ported cream.  To  permit  producer  cream  to  compete,  all  cream  has  been  classi- 
fied in  Class  II  in  these  markets. 

Fluid  cream  sold  within  the  New  York  Metropolitan  district  is  Class  II. 
Local  health  regulations  require  that  cream  sold  within  the  district  be  made 
from  milk  meeting  the  same  standards  as  milk  for  bottling.   The  skim  milk 
differential  provision  of  the  order  results  in  identical  prices  for  Class  I-A 
and  Class  II  milk,  however,  when  the  skim  milk  from  the  milk  used  to  mak.e  the 
cream  is  shipped  to  and  used  in  the  marketing  area  in  fluid  form. 

Cream  sold  for  fluid  use  in  northern  New  Jersey  and  upstate  New  York  is 
Class  III  under  the  terms  of  the  New  York -New  Jersey  order  effective  August  1, 
1957-   Applicable  health  regulations  in  northern  New  Jersey,  an  "open"  31/ 
cream  market,  do  not  require  that  cream  for  fluid  use  be  obtained  from  sources 
approved  as  so\irces  of  milk  for  fluid  use.  Milk  used  for  fluid  cream  in  up- 
state New  York  was  priced  at  the  Class  III  level  before  the  area  was  put  under 
Federal  regulation  in  August  1957'   It  was  the  consensus  that  a  higher  classi- 
fication would  result  in  a  substantial  reduction  in  cream  sales. 

In  general,  cream  has  been  a  Class  I  product  in  markets  where  local 
health  authorities  have  required  that  it  be  made  from  milk  of  the  same  quality 
as  that  used  for  bottling,  32/  and  where  it  has  come  to  market  in  the  form  of 
whole  milk.  The  recent  trend  toward  grouping  in  a  single  class  all  products 
required  to  be  made  from  approved  milk,  and  the  trend  toward  general  adoption 
of  the  skim  and  fat  basis  of  accounting  were  explained  earlier  in  this  report. 
Classification  of  fluid  cream  in  Class  I  in  some  markets  is  a  manifestation 
of  these  trends. 


31/  An  open  cream  market  is  one  in  which  cream  supplies  are  not  subject 
to  as  rigid  inspection  requirements  as  those  applied  to  milk  for  fluid  u.  e . 

32/  When  the  Memphis  order  was  under  consideration  in  195C;     vas  argued 
that  if  cream,  which  was  required  to  be  made  from  inspect^^'^  nilk,  were  not  in- 
cluded in  Class  I,  consumers  who  used  Class  I  products      .  ^e  required  to  pay 
higher  prices  for  milk  in  order  that  consumers  of  cream  _  .  other  products  not 
in  Class  I  might  purchase  them  at  lower  prices.   Final  decision  re  Proposed 
Memphis  order,  I5  F.R.  Slkk,   September  I3,  I95O. 
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Other  Fluid  Milk  Products 

At  the  end  of  1957,  milk  used  for  milk  drinks  was  a  Class  I  use  in  slII 
Federal  order  markets  (table  7) • 

In  most  markets,  the  sanitary  requirements  for  milk  used  for  fluid  drinks 
have  been  identical  with  those  for  regular  whole  milk.   In  those  markets  which 
have  received  their  milk  supply  in  whole  milk  form,  milk  used  for  milk  drinks 
has  been  Class  I  to  reflect  both  the  cost  of  meeting  sanitary  regulations  and  the 
cost  of  transportation.   Furthermore,  it  has  been  the  consensus  in  many  markets 
that  classification  of  milk  used  for  milk  drinks  below  Class  I  would  necessitate 
a  higher  minimum  price  for  the  remaining  items  in  Class  I  in  order  to  return  to 
producers  a  blend  price  sufficiently  high  to  ensure  an  adequate  quantity  of  pure 
milk  for  the  market.  33/  The  fact  that  the  product  is  sold  in  fluid  form  amd 
people  are  willing  to  pay  Class  I  prices  are  additional  reasons  for  classifying 
milk  drinks  in  Class  I. 

Among  the  markets  which  classified  milk  for  milk  drinks  in  Class  II  before 
19^,  Chicago  did  so,  for  example,  because  both  the  demand  for  the  product  and 
the  retail  price  in  the  market  differed  from  those  for  bottled  whole  milk.  The 
Dubuque  and  Quad  Cities  markets  classified  milk  drinks  in  Class  II  in  accordance 
with  market  custom.  Suburban  Chicago  followed  the  procedure  of  the  Chicago  mar- 
ket. And  in  the  Kansas  City  market,  it  was  reasoned  that  a  Class  II  designation 
was  necessary  because  the  milk  used  met  the  same  standards  as  cream,  a  Class  II 
product  in  that  market . 

Early  Federal  orders  classified  milk  used  for  buttermilk  in  the  Class  II 
category  (table  7) •   In' some  instances,  market  custom  alone  dictated  such  classi- 
fication. Because  it  was  not  widely  used  for  fluid  constmiption,  local  health 
regulations  did  not  generally  require  that  buttermilk  be  made  from  approved  milk. 

Dietary  habits  of  consumers  changed  over  the  years,  however,  and  buttermilk 
eventually  became  an  active  competitor  of  whole  milk.  Local  health  regulations 
were  tightened  generally.  Moreover,  where  milk  supplies  were  brought  to  market 
in  whole,  fluid  form,  markets  found  it  necessary  to  classify  milk  used  for  butter- 
milk in  Class  I  in  order  to  reflect  adequately  the  cost  of  transportation.  And 
some  markets  feared  that  even  though  Class  II  were  possible,  if  buttermilk  were 
classified  below  Class  I,  producers  would  be  discouraged  from  sending  an  adequate 
supply  of  approved  milk  to  market.  3^ 

Classification  of  Solids  Added  to  Class  I  Products 

Following  the  end  of  World  War  II,  reconstituted  skim  milk  was  included  in 
the  Class  I  definition  of  the  orders  of  three  new  markets  which  came  under 

33/  For  exam.ple,  decision  re  proposed  Nashville  order,  12  F.R.  6577, 
October  k,   19^7;  and  decision  re  amendment  to  Cleveland  order,  16  F.R.  6l39, 
June  26,  1951. 

3V  12  F.R.  6382,  September  26,  I9I17;  16  F.R.  301^,  April  6,  I95I;  and 
16  F.R.  k3^h,   May  10,  1951. 
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Federal  regulation  in  Ohio.   Local  regulations  in  the  markets  required  that 
skim  milk  for  fluid  consumption  he  made  from  inspected  milk. 

Because  of  pop\ilation  change  diiring  and  after  the  war,  and  because  some 
market  milk  supplies  were  being  used  for  certain  manufactured  milk  products, 
these  markets  were  somewhat  short  of  milk  for  fluid  use.  Hence,  they  recon- 
stituted condensed  products,  such  as  condensed  skim  and  nonfat  solids,  to 
supplement  their  fluid  milk  supplies. 

During  the  next  several  years,  additional  markets  scattered  among  five 
market  groups  provided  specifically  for  the  classification  of  reconstituted 
skim  milk  in  Class  I.  By  the  end  of  1953,  IT  of  the  k9  markets  under  Federal 
order  were  selling  this  product.   All  classified  it  in  Class  I,  and  all  used 
the  skim  milk  and  butterfat  system  of  accounting. 

Since  1953,  it  has  become  rather  common  practice  in  fluid  milk  markets  to 
fortify  certain  Class  I  products --buttermilk  and  flavored  milk  drinks,  for 
example.  Fortification  is  accomplished  by  raising  the  solids  content  of  the 
Class  I  products  through  the  addition  of  nonfat  dry  milk  or  condensed  skim 
milk. 

In  a  majority  of  the  Federal  order  markets  where  fortified  products  are 
sold,  the  condensed  skim  and  nonfat  solids  used  are  required  to  come  from 
Grade  A  milk.  35/  The  skim  milk  from  which  such  condensed  products  are  made, 
however,  is  classified  and  priced  at  the  manufacturing  level.  Hence,  it  has 
been  necessary  for  market  orders  to  specify  the  basis  for  computing  the  vol- 
umes of  milk  solids  or  other  items  used  to  fortify  Class  I  products. 

Between  the  end  of  1953  and  the  end  of  1957,  10  markets  amended  their 
orders  to  clarify  this  point.   In  addition,  the  accounting  procedure  to  be 
followed  was  specified  in  the  original  orders  for  17  new  markets  coming  under 
regulation  during  the  same  period.   All  provided  that  the  volumes  of  condensed 
products  used  for  fortification  be  converted  to  their  skim  milk  equivalent, 
and  that  such  equivalent  amounts  be  classified  and  priced  in  the  Class  I 
category.  All  but  1  of  the  27  markets  used  the  skim  and  fat  system  of  account- 
ing. 36/ 

Justification  for  classification  of  such  items  in  Class  I  and  for  the 
accounting  procedure  to  be  followed  is  discussed  at  length  in  the  records  for 
several  markets.   It  is  particularly  well  presented  in  the  decision  approving 
clarification  of  the  matter  in  the  2-class  Minneapolis -St .  Paul  order  provis- 
ions. 37/  According  to  this  decision: 

35/  26  markets  at  the  end  of  1957-   Although  fortified  products  are  sold 
in  the  Southeastern  Florida  market,  the  solids  used  are  not  required  to  be  made 
from  inspected  milk. 

36/  Philadelphia  accounts  for  milk  on  an  actual  weight  basis.  Accounting 
for  solids  and  condensed  skim  on  a  skim  milk  equivalent  basis  when  used  to  re- 
constitute or  fortify  Class  I  milk  products  is,  however,  permitted,  as  shown 
in  an  interpretive  memorandum  issued  by  the  Philadelphia  market  administrator 
on  March  25,  1955. 

J7/  22  F.R.  67014-,  August  21,  1957. 
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. . .Nonfat  dry  milk  or  condensed  milk  products  vhich 
might  be  utilized  to  fortify,  or  in  the  re constitution 
of,  Class  I  milk  products,  are  required  to  come  from 
Grade  A  milk.  The  skim  milk  from  which  the  milk  solids 
are  derived  ordinarily  are  products  in  Class  II  milk 
and  priced  at  the  manufacturing  milk  level.   However, 
when  these  finished  products  are  converted  for  Class  I 
utilization,  the  addition  of  the  milk  solids  increases 
the  value  and  salability  of  the  end  product  in  Class  I 
milk.   The  value  of  each  pound  of  nonfat  milk  solids 
utilized  by  addition  to,  or  as,  a  Class  I  product  has 
a  value  to  the  handler  the  same  as  every  other  pound 
contained  therein.   Neither  the  form  in  which,  nor  the 
source  from  which,  such  milk  solids  are  obtained  alter 
their  value  to  the  handler  for  this  purpose,  and  they 
may  not  be  distinguished  on  the  basis  of  cost  of  produc- 
tion, need  for  regular  supplies,  sanitary  requirements, 
seasonality  of  production,  or  value  to  consumers. 

Since  the  Class  I  price  provisions  are  designed  to 
encourage  producers  to  deliver  an  adequate  and  depend- 
able supply  of  milk  in  all  seasons,  the  returns  to 
producers  for  one  portion  of  Class  I  milk  should  not 
be  reduced  below  the  level  of  the  remaining  portion 
disposed  of  in  such  class.  The  effect  of  computing 
the  value  of  the  added  nonfat  milk  solids  on  actual 
weight  rather  than  on  a  skim  milk  "equivalent"  basis, 
in  a  Class  I  product,  would  be  to  alter  the  accounting 
method  for  such  solids  as  compared  with  an  equivalent 
quantity  of  such  solids  contained  in  skim  milk  in  fluid 
form  which  is  utilized  in  the  same  product,  in  another 
Class  I  product,  or  even  in  Class  II  milk.  For  example, 
the  actual  weight  basis  of  accounting  for  the  added  non- 
fat dry  milk  used  in  fortified  skim  milk  (Class  l)  has 
the  effect,  from  a  pricing  standpoint,  of  retaining 
in  Class  II  milk  a  portion  of  the  producer  milk  utilized 
in  the  production  of  such  Class  I  product  even  though 
it  represents  the  only  end  use  resulting  from  the  pro- 
ducer milk  involved.  This  is  equivalent  to  granting 
the  handler  a  price  reduction  with  respect  to  a  portion 
of  his  Class  I  milk.  Therefore,  the  accounting  procedure 
to  be  used  in  the  case  of  this  and  any  condensed  milk 
products  shoTild. .  .be  based  on  the  pounds  of  milk  or  skim 
milk  required  to  produce  such  product . . . 

Because  there  has  not  been  sufficient  market  demand,  or  in  some  instances 
because  the  products  cannot  legally  be  sold,  reconstituted  and  fortified  Class 
I  products  have  not  yet  appeared  in  all  Federal  order  markets.   At  the  end  of 
1957^  however,  the  products  were  classified,  and  apparently  available,  in  hk 
of  the  68  markets  under  Federal  order.   In  each  of  these  markets,  the  volumes 
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of  products  used  in  reconstituting  or  fortifying  Class  I  items  were  classi- 
fied in  Class  I,  and  vere  accoionted  for  on  a  skim  milk  equivalent  basis. 

Intermediate  Products 

Certain  milk  products  such  as  ice  cream  and  cottage  cheese  are  what 
might  be  termed  "intermediate"  milk  products.   They  are  not  fluid,  nor  are 
they  as  highly  concentrated  as  are  such  products  as  cheese  or  butter.  Further- 
more, they  are  frequently  made  from  other  processed  dairy  products.  Condensed 
milk,  for  example,  may  be  used  in  the  manufacture  of  ice  cream,  and  nonfat 
dry  milk  may  be  used  in  the  manirfacture  of  cottage  cheese.  Moreover,  both  ice 
cream  and  cottage  cheese  are  usually  made  locally  by  handlers  for  distribu- 
tion within  the  market. 

Although  there  are  exceptions,  health  regulations  of  many  localities 
permit  both  ice  cream  and  cottage  cheese  to  be  made  from  milk  meeting  less 
rigorous  standards  than  milk  for  bottling.   Large  quantities  are  bought  daily 
by  consumers,  although  the  products  are  not  as  perishable  as  fluid  products. 
Because  they  are  moderately  concentrated,  they  can  be  brought  to  market  in 
processed  form  more  cheaply,  on  a  milk  equivalent  basis,  than  can  fluid  milk 
products. 

Classification  of  milk  for  these  two  products  is  especially  important 
to  both  producers  and  handlers.   If  it  is  classified  and  priced  too  high, 
handlers  tend  to  substitute  milk  in  other  forms--nonfat  dry  milk,  condensed 
milk,  etc.,  which  are  classified  and  priced  in  siirplus  categories --or  to  buy 
the  products  readymade  for  distribution  within  the  market.  Under  either 
circumstance ,  some  producer  milk  must  necessarily  be  classified  in  a  lower 
priced  class. 

Regardless  of  the  number  of  classes  in  their  pricing  systems.  Federal 
order  markets  in  general  have  classified  milk  used  for  cottage  cheese  in  the 
Class  II  category  (table  7).  At  the  end  of  1957,  Class  II  was  exclusively  a 
cottage  cheese  class  in  three  markets. 

The  single  3-class  market  classifying  milk  used  for  cottage  cheese  in 
Class  III  did  so  largely  because  the  milk  was  surplus  over  market  needs  for 
Class  I  and  Class  II.   Inasmuch  as  such  surplus  milk  was  in  competition 
locally  with  ungraded  milk,  classification  in  the  lowest  class  was  considered 
necessary  to  dispose  of  the  milk  used  at  a  competitive  price. 

Milk  used  for  ice  cream  has  been  placed  in  one  of  the  lower  priced  classes 
in  all  Federal  order  markets. 

In  some  instances,  market  custom  was  followed  when  Federal  orders  were 
drawn  up.   In  most  instances,  however,  a  surplus  classification  for  milk  used 
for  ice  cream  has  been  considered  reasonable  because  (l)  Grade  A  milk  is  not 
usually  required;  (2)  ice  cream  is  made  from  milk  not  needed  to  supply  the 
daily  fluid  milk  and  cream  requirements  of  the  market;  (3)  it  is  concentrated 
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In  form,  and  can  be  transported  to  market  more  cheaply  thaa  fluid  milk  and 
certain  fluid  milk  products;  (k)    it  can  be  made  in  times  of  seasonal  surplus  and 
stored  for  later  use,  or  the  ingredients  may  be  processed  in  times  of  season- 
al surplus  and  used  for  ice  cream  during  other  seasons;  and  (5)  in  most  mar- 
kets it  can  be  made  from  other  products  vhich  are  made  from  milk  of  manufac- 
turing quality. 

Most  market  systems  provided  for  only  one  surplus  category  at  the  end  of 
1957-   Consequently,  ice  cream  was  a  Class  II  product  in  most  markets  under 
Federal  regulation  on  that  date. 

Local  health  regulations  in  the  three  3-class  and  two  ^-class  markets 
which  classified  ice  cream  in  Class  III  did  not  require  that  approved  milk  be 
used.   In  two  of  these  markets.  Class  II  covered  only  the  milk  used  for 
cottage  cheese.   In  all  five  markets,  moreover,  condensed  milk,  a  major  ice 
cream  ingredient,  was  a  Class  III  product.   It  was  the  consensus  in  these  mar- 
kets that  if  ice  cream  were  classified  higher  than  Class  III,  the  price  dis- 
advantage would  cause  users  of  producer  milk  to  seek  other  lower  priced  milk 
for  ice  cream  msinuf acture . 


Highly  Concentrated  Products 

Milk  used  to  manufacture  highly  concentrated  products  such  as  evaporated 
milk,  cheese,  and  butter  has  been  classified  as  surplus  milk  in  Federal  order 
markets.   Such  classification  results  primarily  from  the  fact  that  milk  used 
for  these  products  must  be  priced  competitively  with  local  manufacturing  milk, 
the  value  of  which  in  turn   is  influenced  to  a  large  extent  by  national  supply 
and  demand  factors . 

Furthermore,  the  products  are  not  fluid.   They  are  not  required  to  be 

made  from  "approved  milk."  They  are  made  from  milk  not  needed  either  for 

fluid  use  or  even  for  such  popular  nonfluid  products  as  ice  cream  and  cottage 
cheese.   And  they  may  be  stored  for  long  periods. 

In  those  markets  where  surpluses  are  small  and  can  be  handled  by  existing 
manufacturing  facilities,  milk  for  evaporating  is  included  in  the  general 
category  for  surplus  manufacturing  milk.  Class  II  as  a  rule  (table  7)'   In 
markets  where  surpluses  tend  to  be  large  and  plants  are  scattered  and  of 
various  types --Chicago  for  example--milk  for  evaporating  is  classified  as 
surplus,  but  in  a  category  above  that  for  milk  used  for  butter  and  cheese. 

Because  the  greater  number  of  Federal  order  markets  operated  with  2-class 
arrangements  on  December  31^  1957 j  "the  greater  proportion  of  them  classified 
milk  for  evaporating  in  Class  II. 

Three  3-class  markets  classified  milk  for  evaporating  in  Class  II  at  the 
end  of  1957'   One  did  so  because  a  similar  classification  was  used  in  neigh- 
boring markets.   A  second  market  followed  this  procedure  because  the  con- 
centration of  the  product  was  considered  to  be  similar-  to  that  of  ice  cream. 
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a  Class  II  product  in  the  market.   Handlers  in  the  third  market  had  some,  but 
limited,  facilities  for  processing  surplus  milk.   Class  III  in  this  market 
covered  milk  which  had  to  he  moved  some  distance  from  handlers*  plants  for 
manufacture  in.  unregulated  plants  processing  only  butter,  nonfat  dry  milk,  and 
hard  cheeses. 

A  single  i|-class  market  classified  evaporated  milk,  packed  in  hermeticall;; 
sealed  containers,  in  Class  IV  at  the  end  of  1957-   Class  III  in  this  market 
covered  ice  cream  and  ice  cream  ingredients,  including  bulk  condensed  milk. 

With  few  exceptions,  milk  used  for  cheddar  cheese  and  butter  has  consis- 
tently been  classified  in  the  lowest  class  in  the  pricing  systems  of  Federal 
order  markets  (table  7)-  3§/ 

Many  of  the  markets  with  large  milk  surpluses  regularly  dispose  of  a 
substantial  portion  of  such  milk  in  these  end  uses.   Small  markets,  on  the 
other  hand,  usually  have  little  surplus  for  disposal  in  either  cheese  or 
butter,  although  at  certain  times  of  the  year  some  of  their  supplies  may  be 
used  for  these  products. 

Sometimes  the  usual  manufacturing  facilities  available  to  some  markets 
cannot  handle  all  of  the  surplus  milk,  particularly  during  the  months  of 
flush  production.  Consequently,  it  is  to  the  advantage  of  both  the  handlers 
and  producers  in  these  markets  to  classify  a  portion  of  the  surplus  at  a 
level  which  will  permit  the  milk  to  be  moved  into  such  channels  as  butter  and 
cheese  manufacture,  and  will  permit  diversion  to  manufacturing  plants  outside 
the  markets. 

To  accomplish  this  objective,  three  markets  authorized  the  special  pric- 
ing of  milk  disposed  of  for  butter  and  cheese.   In  the  Boston  market,  milk 
for  both  cheese  and  butter  was  specially  priced  under  the  Class  II  category 
on  a  seasonal  basis.  Milk  for  both  uses  was  specially  priced  seasonally  under 
the  Class  III  category  of  the  Tri -State  order.   In  the  New  York -New  Jersey 
market,  milk  used  for  cheese  and  for  butter  was  specially  priced  under  Class 
III  on  a  year-round  basis. 


How  Some  New  Products  Have  Been  Classified 

Many  new  milk  products  have  been  introduced  into  fluid  milk  markets 
about  the  country  in  recent  years.   Skim  milk  for  fluid  consumption,  milk  and 
cream  mixtures,  concentrated  milk,  eggnog,  aerated  cream  products,  and  yogurt 
are  among  those  which  have  become  available  since  the  end  of  World  War  II. 

3^/  For  a  time,  under  5 -class  arrangements,  the  New  York  Metropolitan 
market  classified  milk  used  for  butter  in  the  IV -A  category  and  milk  used  for 
Cheddar  cheese  in  the  IV -B  category.  While  operating  under  ^-class  arrange- 
ments, Cincinnati  classified  milk  used  for  cheddar  cheese  in  Class  III  and 
milk  used  for  butter  in  Class  TV. 
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More  recently  other  new  Items  such  as  milk  shake  mix,  cocoa  mix,  and  ice  milk 
have  been  appearing  in  the  class  definitions  of  Federal  order  markets. 

Some  new  products  have  been  developed  by  the  industry  in  response  to 
changing  consumer  demand.   Others  have  been  marketed  by  the  industry  for  eco- 
nomic reasons --to  make  full  use  of  existing  plant  capacity,  or  to  take  advan- 
tage of  the  wider  profit  margins  frequently  possible  on  sales  of  new  products. 

Although  the  larger  markets  usually  offered  a  somewhat  wider  variety  of 
dairy  products,  buttermilk,  milk  drinks,  cottage  cheese,  ice  cream,  evaporated 
milk,  butter,  and  cheese  were  for  many  years  about  the  only  items,  aside  from 
fluid  milk  and  cream,  available  to  consumers  in  milk  markets  generally. 
Because  these  products  had  been  on  the  market  prior  to  Federal  regulation,  all 
market  pricing  systems  provided  for  their  classification.  When  new  products 
were  introduced  into  a  market,  however,  they  could  not  always  be  fitted  normal- 
ly into  existing  use  categories.   How  to  classify  them  within  the  classification 
systems  of  those  markets  offering  them  for  sale  was  often  a  problem. 

Data  were  reviewed  to  determine  (l)  how  Federal  order  markets  have  clas- 
sified certain  of  the  newer  milk  products,  and  (2)  the  basis  for  the  classifi- 
cation.  Seven  such  products  were  selected  for  study — skim  milk  for  fluid  con- 
sumption, milk  and  cream  mixtures,  concentrated  milk,  eggnog,  aerated  cream 
products,  yogurt,  and  nonfat  dry  milk. 

Some  of  these  newer  products  have  been  specifically  mentioned  in  the 
class  definitions  of  only  a  small  proportion  of  the  markets  under  Federal  order. 
Where  the  product  was  not  named,  it  might  be  assumed  that  it  was  covered  gen- 
erally in  the  "open-end"  or  "catchall"  class.  39/  Such  assumption,  however, 
wo\ild  have  been  incorrect  in  many  instances.  When  the  product  was  eventually 
named  in  a  class  definition,  discussion  in  the  record  frequently  revealed  that 
although  not  specifically  named  in  a  class  definition,  it  had  been  covered 
previously  in  a  class  other  than  the  catchall  class. 

For  this  reason,  data  were  analyzed  for  only  those  markets  (l)  where  the 
classification  of  milk  for  a  particular  new  product  was  specified  in  a  class 
definition  of  the  order;  (2)  where  the  class  could  be  determined  by  inference 
as,  for  example,  where  the  uses  covered  in  one  or  more  class  definitions 
specifically  excluded  milk  used  for  a  particular  new  product;  or  (3)  where 
discussion  in  a  recommended  decision  or  other  official  document  gave  a  clue 
to  the  classification  of  a  particular  product  not  specifically  named  in  a  class 
definition. 

Table  8  shows  how  milk  for  some  of  the  newer  products  was  classified  on 
December  31^  1957?  In  those  Federal  order  markets  for  which  classification 
could  be  determined. 


39/  For  example,  the  Class  II  definition  in  the  orders  of  many  2 -class 
markets  reads  as  follows:   "Class  II  milk  shall  be  all  skim  milk  and  butter- 
fat  accounted  for  as  used  to  produce  any  product  other  than  specified  in 
Class  I." 
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Table  8. --Classification  of  milk  used  for  newer  products  in  Federal  order 
markets,  by  niomber  of  markets  and  type  of  system,  December  31^  1957  l/ 
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skim 

milk 
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• 
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:     I 

II 
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II 
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1 
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10 

26 

1 

2l+ 

6 

8 
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h. 
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1 

h 

1 

-.- 

__- 

-.- 

i+-class \ 

1 

1 

1 

1 

... 

1 

^  ^  ■■ 

1 

1 

l/  Markets  for  which  classification  could  be  determined.   See  page  ^3  for 
further  explanation. 

2/  In  addition,  5  markets  classified  50  percent  of  product  by  weight  in 
Class  I,  and  50  percent  by  weight  in  Class  II. 


Basis  for  Classification  of  New  Products 


Fluid  Skim  Milk 

Although  moderate  amounts  of  skim  milk  were  used  locally  in  the  manu- 
facture of  such  products  as  cottage  cheese  and  ice  cream,  its  main  use  for 
many  years  was  for  livestock  feeding.   Consumer  interest  in  low  fat  milk 
developed  an  outlet  for  fluid  skim  milk  in  many  markets  in  the  last  decade, 
however. 


If  sold  for  fluid  consumption,  skim  milk  has  been  required  to  meet  the 
same  sanitary  standards  as  whole  bottled  milk.   This  requirement,  together 
with  the  adoption  of  the  skim  and  fat  method  of  accounting  by  an  increasing 
n\amber  of  markets,  put  fluid  skim  milk  in  Class  I  in  Federal  order  markets 
generally  at  the  end  of  195?. 
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Milk  and  Cream  Mixtures 

Changes  In  consumer  dietary  habits  in  recent  years  have  increased  the 
demand  for  other  lower  fat  dairy  products  such  as  milk  and  cream  mixtures. 
Although  consumers  can,  and  frequently  do,  make  their  own  mixtures  of  milk  and 
cream,  they  find  it  more  convenient  to  buy  the  products  readymade .   Hence,  milk 
handlers  in  some  markets --usually  the  larger  markets --have  offered  mixtures  of 
milk  and  cream  for  sale.   The  products  are  known  in  some  markets  as  half-and- 
half;  in  others,  as  cereal  mix,  or  cereal  cream.   For  the  most  part,  orders 
specifying  the  classification  of  these  products  describe  them  only  as  mixtures 
of  cream  and  milk  or  skim  milk. 

The  butterfat  content  of  milk  and  cream,  as  defined  in  the  orders,  has 
determined  the  classification  of  milk  and  cream  mixtures  in  most  markets.  UO/ 
In  those .markets  where  the  mixtures  have  been  considered  to  be  similar  to  and 
competitive  with  fluid  milk,  which  is  subject  to  strict  sanitary  standards, 
the  mixtures  have  been  classified  and  priced  under  the  Class  I  fluid  milk 
category.   Where  the  products  have  been  considered  to  be  cream  products  and 
competitive  with  fluid  cream,  they  have  been  classified  in  the  cream  class-- 
Class  I  or  Class  II. 

Where  fluid  milk  and  cream  have  been  classified  in  the  same  class.  Class 
I,  the  mixtures  have  been  classified  without  question  in  Class  I.  Thus,  as  a 
result  of  the  increase  in  the  number  of  markets  classifying  in  Class  I  all 
products  required  to  be  made  from  approved  milk,  milk  and  cream  mixtures  were 
Class  I  products  in  virtually  all  of  the  markets  for  which  the  classification 
covld  be  determined  as  of  December  31>  1957- 


Concentrated  Milk 

Concentrated  milk  was  introduced  into  several  fluid  milk  markets  in  the 
early  1950' s.   It  was  anticipated  that  savings  resulting  from  longer  keeping 
qualities,  convenience  of  storing,  and  the  possibility  of  substituting  it  for 
regular  fluid  milk  and  cream  would  appeal  to  consumers  on  a  wide  scale .  hi/ 

At  the  end  of  1953^  "the  product  was  specifically  classified  in  the  orders 
of  31  of  the  1+9  markets  under  Federal  regulation.   It  was  a  Class  I  use  in  all 
31  markets.   The  product  was  actually  being  sold,  however,  in  only  about  a 
third  of  the  markets  which  provided  for  its  classification. 


I4-O/  The  New  England  markets,  by  definition,  classify  50  percent  of  the 
products  by  weight  in  Class  I,  50  percent  by  weight  in  Class  II. 

hi/  Parker,  Eleanore  J.,  and  Harris,  Edmond  S.  What  Has  Happened  to 
Concentrated  Milk?  Marketing  Activities,  July  1953,  PP-  7-9.  U.  S.  Dept. 
Agr.,  Prod,  and  Mktg.  Admin. 

Mathis,  A.  G.  The  Probable  Impact  of  Milk  Concentrates  on  the  Fluid  Milk 
Market.   U.  S.  Dept.  Agr.,  Mktg.  Res.  Rpt.  208,  2^+  pp.,  lllus .  Feb.  1958-  • 
(Pp.  18-22.) 
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As  shown  by  table  8,  33  of  the  68  markets  under  Federal  order  at  the  end 
of  1957  named  the  product  in  a  class  definition.   It  vas  a  Class  I  use  in  all 
of  these  markets.   It  was  not,  however,  being  sold  to  consumers  at  retail  in 
any  Federal  order  market,  although  in  three  it  was  being  produced  in  limited 
amounts  for  special  customers — either  for  use  on  shipboard  or  for  export. 

In  those  markets  selling  concentrated  milk  at  retail  at  the  end  of  1953> 
local  health  department  regulations  required  that  it  be  made  from  approved 
milk.  Moreover,  according  to  the  record,  because  the  product  was  disposed  of 
in  fluid  form  through  the  same  wholesale  and  retail  outlets  as  regular  bottled 
milk,  and  because  it  was  an  acceptable  substitute  for  fresh  whole  milk  and 
cream,  inclusion  in  the  Class  I  category  was  considered  mandatory. 

Orders  for  the  remaining  markets  provided  that  concentrated  milk  would  be 
a  Class  I  product  when  and  if  sold.   Records  for  several  of  the  markets  noted, 
however,  that  while  there  had  been  no  health  department  ruling  on  the  matter. 
It  was  expected  that  approved  milk  would  be  required  for  concentrating.   Since 
the  product  would  be  sold  in  fluid  form,  it  was  anticipated  that  consumers 
would  use  it  in  place  of  regular  fluid  milk  and  cream.  Moreover,  some  markets 
expected  that  it  would  compete  for  supplies  of  producer  milk,  while  others 
pointed  out  that  concentrated  milk  was  a  Class  I  product  in  those  markets 
already  offering  it  for  sale.   Hence,  it  was  generally  agreed  that  classifica- 
tion in  Class  I  before  the  concentrate  was  introduced  would  prevent  future 
classification  problems. 

Because  it  is  contended  by  some  that  the  demand  for  many  new  products 
tends  to  be  elastic--that  is,  sales  tend  to  be  responsive  to  price--it  has 
been  suggested  that  concentrated  milk  should  be  placed  in  a  lower  priced 
class  in  order  to  promote  its  sale.   An  attractive  classification,  it  was  felt, 
would  help  to  establish  the  product  firmly  in  a  market,  and  would  bring  about 
an  increase  in  the  total  volume  of  milk  sold. 


Eggnog 

Eggnog  is  a  relatively  recent  addition  to  the  growing  list  of  milk  prod- 
ucts.  In  general,  it  is  mentioned  primarily  in  the  class  definitions  of  the 
orders  of  the  larger  markets.   Because  demand  is  highly  seasonal  in  nature, 
small  markets  have  apparently  considered  the  product  too  minor  to  warrant 
special  recognition  in  their  orders. 

Classification  in  many  markets  seems  to  depend  largely  upon  whether  egg- 
nog is  considered  to  be  a  cream  product  or  a  milk  product  such  as  a  flavored 
milk  drink. 

In  those  markets  specifying  the  classification  of  eggnog  and  classifying 

cream  in  Class  II,  milk  used  for  eggnog  has  tended  to  be  Class  II.  Moreover, 

in  markets  where  Grade  A  milk  is  not  required  for  its  manufacture,  eggnog  is 
also  a  Class  II  use. 
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Markets  classifying  cream  in  Class  I  and  requiring  that  inspected  milk  be 
used  in  the  manufacture  of  eggnog  have  classified  eggnog  in  Class  I.  Those 
markets  have  also  pointed  out  that  eggnog  is  distributed  in  the  same  manner 
and  through  the  same  facilities  as  fluid  milk  and  cream,  and  that  the  costs 
both  of  producing  and  of  transporting  to  market  the  milk  used  are  the  same  as 
for  bottled  milk,  a  Class  I  use  in  all  markets. 

The  single  ^-class  market  shown  in  table  8  as  classifying  milk  for  eggnog 
in  Class  III  at  the  end  of  1957^  reportedly  did  so  because  approved  milk  was 
not  required.   In  this  market,  products  in  Class  II  were  required  to  be  made 
from  approved  milk;  Class  IV  was  the  butter  and  cheese  class. 


Aerated  Cream  Products 

Classification  of  milk  for  aerated  cream  products  was  specified  in  the 
orders  of  only  about  half  of  the  markets  under  Federal  order  at  the  end  of 
1957-   Aerated  cream  products  have,  however,  been  available  to  consumers  since 
the  late  19^0' s.   These  products,  similar  to  whipped  cream,  are  packaged  in 
pressure  dispensers,  and  because  of  the  convenience  factor  have  apparently 
been  popular  with  consumers  in  those  markets  offering  them  for  sale . 

Local  health  requirements  tend  to  determine  the  classification  of  milk 
used  for  aerated  products  in  most  of  the  markets  specifying  their  classifica- 
tion.  In  general,  approved  milk  is  not  required  in  their  manufacture.   The 
products  are  considered  to  be  competitors  of  whipping  cream  in  some  markets. 
Hence,  in  these  markets,  milk  for  aerated  products  tends  to  be  classified  in 
the  cream  class  regardless  of  quality  requirements. 

At  the  end  of  1957^  local  health  regulations  in  three  markets  required 
that  aerated  products  be  made  from  inspected  milk.   In  these  markets,  as 
shown  in  table  8,  the  products  were  included  in  the  Class  I  category.  The  re- 
maining markets  classified  the  products  in  a  manufacturing  milk  class.   Because 
most  markets  used  2 -class  systems  at  the  end  of  1957^  aerated  products  were 
Class  II  in  a  majority  of  all  the  markets  specifying  their  classification. 

Two  ^-'iil'tiple -class  markets  classified  these  products  in  Class  III.   In 
one  of  the  markets.  South  Bend-La  Porte,  which  operated  under  a  3 -class  system. 
Class  II  covered  cottage  cheese  only.  Milwaiikee,  a  ^4— class  market,  classified 
the  products  in  Class  III  because  they  were  sold,  sometimes  outside  the  market, 
in  competition  with  similar  products  made  from  manufacturing  milk.   Cream  and 
cream  products,  required  to  be  made  from  inspected  milk,  were  Class  II  in  this 
market,  while  Class  IV  was  essentially  a  butter  and  cheese  class. 


Yogurt 

Yogurt,  another  relatively  new  milk  product,  was  not  specifically  mentioned 
in  the  class  definition  of  market  orders  until  after  World  War  II.    It  has 
never  been  available  in  markets  generally,  although  it  is  used  by  certain 
national  groups,  and  for  a  time  was  popular  as  a  health  food. 
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Classification  in  the  various  markets  offering  yogurt  for  sale  apparently 
depends  upon  two  factors --the  quality  requirements  for  the  milk  used,  and 
whether  it  is  considered  to  be  a  form  of  buttermilk,  or  a  nonfliiid,  cottage 
cheese  type  of  product. 

Local  ordinances  required  that  yogurt  be  made  from  approved  milk  in  those 
markets  which  classified  it  in  Class  I  at  the  end  of  1957-  Moreover,  in  these 
markets  yogurt  was  considered  to  be  a  fluid  product  similar  to  other  Class  I 
products. 

Markets  classifying  milk  used  for  yogurt  in  Class  II  at  the  end  of  1957 
did  so  because  approved  milk  was  not  required,  or  because  the  product  was  con- 
sidered to  be  more  similar  in  form  to  Class  II  products  than  to  products  in 
other  classes. 

In  the  single  U-class  market  classifying  yogurt  in  Class  III  at  the  end 
of  1957,  approved  milk  was  not  required.   Yogurt  made  in  this  market  from 
producer  milk  competed  with  a  similar  product  sold  in  the  market  and  made  from 
milk  of  manufacturing  quality.   Hence,  yogurt  was  classified  in  Class  III  so 
that  producer  milk  could  compete  with  manufacturing  milk  for  this  use. 

Nonfat  Dry  Milk 

Because  nonfat  dry  milk  has  been  produced  for  some  years,  it  cannot  be 
considered  to  be  an  entirely  new  product.   Certain  recent  innovations,  however, 
have  increased  its  importance  in  markets  for  dairy  products. 

Both  the  quality  and  food  value  of  many  manufactured  dairy  and  other 
products  have  been  improved  in  recent  years  by  the  addition  of  nonfat  dry  milk. 
Moreover,  recent  developments  making  it  possible  to  reconstitute  the  product 
readily  into  fluid  form,  and  its  sale  in  consimier  packages,  have  increased  the 
demand  for  the  product  significantly. 

Classification  of  milk  used  in  the  manufacture  of  nonfat  dry  milk  has  never 
been  a  problem  in  all  Federal  order  markets.   Only  those  markets  with  large 
surpluses  have  had  milk  for  disposal  for  this  use. 

Approved  milk  has  not  been  required  for  nonfat  dry  milk  generally,  although 
for  specified  uses  in  some  jurisdictions  the  health  authorities  require  that  it 
be  made  from  approved  milk,  i+2/  The  product  is  not  a  whole  milk  product;  it  is 
highly  concentrated;  it  is  not  very  perishable;  and  it  can  be  transported  to 
market  at  relatively  low  cost.   That  made  from  approved  milk  competes  in  most 
markets  with  a  similar  product  made  from  manufacturing  milk.   And  because  the 
product  is  priced  on  a  national  rather  than  on  a  local  basis,  the  milk  used 
must  be  classified  to  take  this  factor  into  accoiint. 

h2J     See  discussion  of  the  classification  of  solids  added  to  Class  I 
products  beginning  at  page  37. 
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In  markets  "where  the  classification  has  "been  specified^  mlLk;  for  nonfat 
dry  milk  has  been  uniformly  classified  in  a  manufact\iring  class.  Moreover, 
except  where  the  lowest  use  class  has  been  exclusively  a  butter  class,  milk 
for  nonfat  dry  milk  has  been  included  in  the  lowest  use  class. 

At  the  end  of  1957,  the  order  for  the  3 -class  Tri -State  market  provided 
that  milk  used  for  nonfat  dry  milk  be  specially  priced  under  the  Class  III 
category  on  a  seasonal  basis.   The  orders  for  both  the  l^-- class  Chicago  and  the 
^-class  Milwaukee  markets  provided  that  milk  used  for  nonfat  dry  milk  be 
specially  priced  as  Class  III-A  on  a  year-round  basis. 


Special  Considerations  May  Influence  Classification  of  New  Products 

For  some  years  there  has  been  a  tendency  in  Federal  order  markets  for  the 
classification  of  new  products  to  depend  upon  the  nature  of  the  health  regula- 
tions affecting  them.  On  numerous  occasions,  consideration  has  been  given  to 
writing  class  definitions  so  that  all  new  products  would  be  Class  I,  or  so 
that  they  wovild  be  Class  I  if  required  to  be  made  from  approved  milk.  Certain 
complicating  factors  have  frequently  made  this  solution  less  simple  than  might 
seem  to  be  the  case,  however. 

The  3 -class  Wichita  market,  for  example,  attempted  to  solve  the  problem 
by  making  Class  I  an  open -end  or  catchall  class. 

In  the  original  Wichita  order,  effective  June  1,  19^^ j  Class  I  products 
were  restricted  to  those  containing  more  than  1  percent  of  butterfat.   In  19^7^ 
this  butterfat  limitation  was  deleted  from  the  Class  I  definition,  and  the 
phrase,  "all  milk  not  classified  as  Class  II  or  Class  III,"  was  added  to  the 
Class  I  definition.   In  addition,  the  products  included  in  Class  II  and  Class 
III  were  specified.  The  result  of  the  changes  was  to  provide  that  any  new 
product  woiild  be  Class  I. 

Other  market  orders  provided  for  the  classification  of  milk  for  certain 
products  in  Class  I,  contingent  upon  health  department  requirements. 

A  proposal  to  amend  the  Class  I  definition  of  the  St.  Louis  order  to  in- 
clude concentrated  milk  was  approved  in  1951-  ^3/  Concentrated  milk  had  not 
yet  been  distributed  in  the  market,  although  it  was  being  sold  in  a  number  of 
other  markets  about  the  coimtry.   It  was  expected  that  if  it  should  be  sold 
in  the  St.  Louis  market,  it  would  compete  with  fluid  milk  and  cream  product 
sales.   It  appeared,  moreover,  that  milk  meeting  the  same  quality  standards 
and  subject  to  the  same  seasonal  distribution  of  production  as  for  Class  I 
milk  would  be  required  to  make  concentrated  milk. 

Producers  for  the  Sioux  Falls -Mitchell  market  proposed  in  1952  that  milk 
for  eggnog,  yogurt,  and  aerated  products  be  Class  I  because  all  were  made  from 
Grade  A  milk,  and  all  were  highly  competitive  with  other  Grade  A  uses.  Han- 
dlers opposed  such  a  classification  on  the  groiinds  that  the  products  were  not 


TJJ     16  F.R.  11967,  November  28,  1951. 
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required  to  be  made  from  Grade  A  milk.   As  an  alternative,  they  suggested  that 
Class  I  milk  be  defined  so  as  to  include  milk,  skim  milk,  flavored  milk  drinks, 
cream,  and  "any  milk  product  that  local  health  authorities  might  require  to  be 
produced  from  Grade  A."  The  alternative  proposal  was  approved. 

The  approving  decision  kk/   pointed  out  that  Sioux  Falls  and  Mitchell  had 
identical  health  regulations,  and  that  enforcement  of  separate  regulations  was 
required  to  be  \aniform.   Adoption  of  the  proposal  was,  therefore,  recommended, 
since  it  would  lessen  the  need  for  amendments  to  the  order  if  new  products 
appeared  in  the  market,  or  if  the  health  departments  should  change  their 
regulations  with  respect  to  a  particular  product. 

A  proposal  to  classify  half-and-half  in  the  Boston  order  was  made  in  1955* 
According  to  the  decision  which  approved  the  proposal:  k'^/ 

. . .At  present,  the  product  cannot  be  sold  legally  in 
the  State  of  Massachusetts,  but  a  bill  to  permit  its 
sale  has  been  introduced  in  the  legislature.  Amendment 
of  the  order  at  this  time  would  prepare  it  in  the  event 
of  the  bill  being  enacted  into  law... In  the  absence  of 
any  statute  permitting  the  sale  of  half-and-half  in 
Massachusetts,  it  is  not  clear  what  health  regulations 
would  apply  regarding  the  manufacture  and  sale  of  such 
product .   It  has  been  the  general  position  of  local  health 
departments,  however,  that  iinsterilized  fluid  milk  products 
must  come  from  approved  sources  of  supply.   It  is  presumed 
that  the  same  position  will  be  taken  in  the  case  of  half- 
and-half.  . . 

Classification  in  other  markets  has  not  been  so  simple.   It  is  clear  that 
health  regulations  will  be  considered  in  all  markets  when  the  classification 
of  milk  for  particular  products  is  being  determined.  As  the  following  examples 
show,  however,  it  is  the  consensus  in  majiy  markets  that  neither  the  standards 
which  local  health  authorities  might  establish  at  some  future  time  nor  other 
potential  economic  changes  in  the  markets  shoxild  govern  current  classification. 

In  19^9  it  vas  proposed  that  the  Class  I  definition  of  the  St.  Louis  order 
be  amended  to  define  as  "ordinance  products"  those  products  to  which  locaJ. 
sanitary  standards  applied.  The  proposal  in  this  form  was  not  approved.  k6/ 
The  definition  of  Class  I  was  amended,  however,  by  insertion  of  the  phrase 
"any  product .. .which  is  required  by  the  appropriate  health  authority  to  be 
made  from  Grade  A  or  Grade  B  raw  milk." 

Two  years  later,  this  phrase  was  deleted.  The  final  decision  k'j/  had 
this  to  say  concerning  the  reason  for  the  deletion: 


hk/  17  F.R.  5578,  June  I7,  I952. 

g/  20  F.R.  6932,  September  16,  I955. 

W  ll^-  F.R.  k6^2,   July  2?,  19^9- 

57/  16  F.R.  11967,  November  28,  I95I. 
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...Four  separate  health  authorities  have  jurisdiction  in 
the  marketing  area.   There  is  no  assurajice  that  these  four 
agencies  will  act  in  concert  in  adding  new  products  to 
those  required  to  come  from  inspected  sources.   It  would 
he  inconsistent  to  provide  a  Class  I  category  for  a  product 
that  might  be  required  to  be  made  from  approved  milk  by  one 
of  these  health  jurisdictions  and  not  by  the  others... 

A  proposal  to  include  under  the  Class  I  definition  of  the  Central  West 
Texas  order  all  products  which  might  be  required  to  be  made  from  Grade  A  milk 
was  denied  in  1952.  ^8/  The  diversity  of  health  authorities  with  jurisdiction 
in  the  marketing  area  made  it  appear  improbable  that  Grade  A  requirements  woxild 
be  adopted  simioltaneously  in  all  parts  of  the  area. 

In  1952  it  was  proposed  that  the  2 -class  Puget  Sound  market  order  be 
amended  by  providing  that  all  products  required  to  be  made  of  locally  approved 
milk  be  classified  automatically  in  Class  I.  The  proposal  was  not  approved. 

The  final  decision  ^9/  in  this  instance  emphasized  that  health  regula- 
tions were  not  the  only  factor  which  should  be  considered  when  the  classifica- 
tion of  milk  for  a  particular  product  was  determined.  The  decision  also  made 
several  observations  regarding  the  probable  consequences  in  the  market  of  the 
proposed  amendment. 

According  to  the  decision,  health  authorities  with  jurisdiction  in  the 
marketing  area  were  not  likely  to  establish  identical  requirements  for  a  new 
product  simultaneously.  Further,  these  authorities  might  change  their  require- 
ments at  some  time  other  than  the  beginning  of  a  month.  The  fact  that  differ- 
ences in  decisions  could  arise  over  the  question  of  when  health  authority 
action  made  reclassification  necessary  was  also  cited  as  a  reason  for 'denying 
the  proposed  change  in  the  order  provisions. 

When  the  original  order  for  the  Black  Hills  market  was  under  consideration, 
it  was  proposed  that  any  product  which  might  be  required  by  the  applicable 
health  authorities  to  be  produced  from  Grade  A  milk  should  automatically  be 
classified  as  Class  I.  The  proposal  was  not  approved. 

The  final  decision  50/  noted  that  while  the  Grade  A  requirement  is  a 
factor  of  prime  importance,  it  is  not  the  sole  determinant  in  arriving  at  the 
proper  classification  of  a  particular  product.   Because  other  factors  are  also 
important,  the  classification  of  each  new  product  or  the  reclassification  of  a 
product  by  health  authorities  should  be  reviewed  individually. 

In  support  of  the  recommendation,  the  decision  called  attention  to  the 
fact  that  cottage  cheese  had  recently  been  added  to  the  list  of  products  re- 
quired to  be  made  from  Grade  A  milk  in  Rapid  City  and  Custer,  located  within 

^7  17  F.R.  8867,  October  3,  1952- 
¥9/  17  F.R.  1056!]-,  November  19,  1952. 
50/  19  F.R.  2809,  May  I5,  19514- . 
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the  marketing  area,  although  the  rest  of  the  area  had  not  adopted  such  a  re- 
quirement. According  to  the  decision,  if  some  handlers  were  required  to  pay 
Class  I  and  others  Class  II  prices  for  milk  used  in  cottage  cheese,  the  com- 
petitive situation  in  the  market  vould  be  untenable. 

Records  for  other  markets  offer  additional  e\nLdence  that  the  -determina- 
tion of  the  class  for  certain  new  products  may  frequently  he  complicated. 

Under  the  terms  of  the  original  Cincinnati  order  effective  November  23, 
19^4-2,  fluid  milk  was  the  main  item  in  Class  I,  cream  the  main  item  in  Class  II, 
and  all  milk  used  to  produce  milk  products  other  than  those  specified  in  Class 
II  was  included  in  Class  III. 

Proposals  were  made  in  1950  to  revise  the  classification  provisions  by 
(l)  including  in  Class  I  any  product  containing  less  than  8  percent  of  butter- 
fat  not  named  in  another  class;  (2)  including  in  Class  II  any  product  con- 
taining more  than  8  percent  of  butterfat  not  named  in  another  class;  and  (3) 
naming  the  products  included  in  Class  III. 

In  the  decision  51/  which  approved  the  classification  changes,  it  was 
stated  that: 

. . .When  a  new  product  is  Introduced  to  the  market,  it 
should  be  classified  in  the  class  which  appears  to  contain 
products  which  are  similar  to  the  new  product.   In  the 
determination  of  whether  such  product  shall  be  included  in 
Class  I  or  Class  II,  a  standard  based  upon  the  percentage 
of  butterfat  in  such  product  is  appropriate.   A  new  product 
containing  8  percent  or  more  of  butterfat  more  nearly 
resembles  cream  than  milk,  and  should  be  included  in  Class  II 
milk.  Likewise,  a  product  containing  less  than  8  percent 
butterfat  appropriately  woiold  be  included  in  Class  I  milk. 
If  the  classification  of  a  new  product  in  this  way  is  unsatis- 
factory to  anyone,  consideration  may  be  given  to  classifying 
it  in  another  class  by  the  usual  procedures  for  amending  the 
order . 

In  order  to  avoid  misunderstanding  as  to  what  products  are 
included  in  Class  III  milk,  the  various  products  should  be 
deiinitely  named.  Accordingly,  whipped  cream,  whipped 
cream  products,  and  eggnog  are  specified  as  products  of 
Class  III.  These  products  have  heretofore  been  in  that 
class,  but  producers  proposed  that  they  should  be  classi- 
fied as  Class  II.  These  products,  however,  may  "be  made 
from  uninspected  milk  and  sold  in  the  marketing  area,  and 
for  this  reason  they  are  appropriately  classified  in  Class  III 
with  other  products  which  need  not  be  made  from  inspected  milk. . . 


317 15  F.R.  5958,  September  2,  I95O. 
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The  original  order  for  the  Upstate  Michigan  market  defined  use  classes  in 
such  manner  that  new  milk  products  which  might  thereafter  be  introduced  into 
the  market  would  be  Class  II  products.   The  decision  52/  approving  the  order 
definitions  said  in  effect  that  new  products  should  be  Class  I  only  when  ex- 
perience in  the  market  and  evidence  considered  at  a  hearing  Indicated  that 
such  a  classification  was  desirable. 


Reclassification  to  Meet  Changed  Market  Conditions 

The  classification  of  milk  used  for  purposes  other  than  bottling  has  been 
changed  on  numerous  occasions  in  Federal  order  markets.   Local  sanitary  re- 
quirements have  been  changed  in  some  markets.   The  form  in  which  milk  has 
reached  the  markets  has  been  altered.   There  have  been  changes  in  the  amount 
of  surplus  milk  in  some  markets.   There  have  been  shifts,  in  response  to 
changes  in  national  markets,  both  in  the  items  processed  from  a  market's 
surplus  milk  and  in  the  volume  of  market  surplus  disposed  of  for  any  given  use. 
And  there  have  been  changes  in  consumer  preferences  for  milk  products. 

Economic  conditions  in  some  markets  have  remained  generally  stable  over 
long  periods,  thus  necessitating  only  Infrequent  or  minor  changes  in  classifi- 
cation.  In  other  markets,  classification  changes  to  conform  to  new  conditions 
have  been  frequent.   Although  reclassification  to  meet  changed  conditions  has 
occasionally  tended  to  lag,  53/  even  when  market  conditions  remain  generally 
stable,  time  is  needed  to  test  the  adequacy  of  any  classification  system. 

Although  significant  alteration  of  use  classification  schemes  was  under- 
taken over  the  years  in  many  Federal  order  markets,  not  all  revisions  resulted 
in  the  reclassification  of  milk  for  certain  uses  either  upward  or  downward. 

In  many  markets,  milk  which  was  initially  assigned  to  the  highest,  the 
lowest,  and  in  some  instances  to  the  middle  category  in  a  classification 
system,  depending  upon  its  use,  has  frequently  retained  its  relatlYS  position 
despite  major  and  frequent  alterations  in  the  number  of  classes  in  the  classi- 
fication system. 

Thus,  for  purposes  of  this  report,  a  product  was  not  considered  to  have 
been  reclassified  either  upward  or  downward  unless  the  price  under  the  new 
class  differed  from  that  of  the  class  from  which  it  was  shifted.  That  is  to 
say,  a  product  which  was  classified  in  Class  III  in  a  3-class  market,  and  in 
Class  II  after  the  market  adopted  2-class  arrangments,  would  not  be  consid- 
ered to  have  been  reclassified.  Under  both  arrangements,  the  product  was 
included  in  the  lowest  use  class. 

527  20  F.R.  6610,  September  9,  1955- 

53/  In  the  St.  Louis  market,  for  example,  fluid  cream,  a  Class  II 
product  for  several  years,  was  required  in  1938  "to  meet  the  same  quality 
standards  as  milk  used  for  bottling.  The  classification  of  fluid  cream  was 
not  chsmged,  however,  \intll  19^9-  (Freemyer,  Glenn  W.  History  and  Analysis 
of  Milk  Supply  Problems  in  the  St.  Louis  Market.  U.S.  Dept.  Agr.,  Prod,  and 
Mktg.  Admin.  Oct.  I95O.) 
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Reclassification  of  Established  Products 

How  milk  was  classified  when  used  for  certain  established  products  was 
shown  for  three  representative  years  in  table  7.   Many  changes  in  classifica- 
tion were  effected  in  the  intervening  years,  however. 

Number  and  Direction  of  Classification  Changes 

Between  I936  and  1958,  the  markets  studied  reclassified  milk  used  for 
the  previously  identified  established  products  a  total  of  II8  times  (table  9) • 
Of  the  total,  82  instances,  or  69  percent,  were  upward  reclassifications 
(table  1^*-,  appendix),  while  36  instances,  or  3I  percent,  were  downward  reclas- 
sifications (table  15,  appendix)  . 

Although  the  number  of  instances  of  reclassification  reported  is  sub- 
stantial, the  number  of  markets  studied  was  large,  and  the  time  period  covered 
was  long.   A  change  in  the  number  of  classes  in  some  market  systems  affected 
the  classification  of  a  number  of  products  at  one  time.  Furthermore,  several 
markets  reclassified  milk  used  for  a  particular  product  on  more  than  one 
occasion.  ^V  I't  would  appear,  therefore,  that  despite  the  number  of  instances 
of  reclassification  recorded,  the  original  classification  of  milk  used  for 
certain  well-known  products  proved  to  be  satisfactory  in  many  markets. 

Reclassification  by  Time  Periods 

System  changes  resulting  in  the  reclassification  of  milk  used  for  the 
eight  products  were  most  numerous  in  Federal  order  markets  in  the  years  follow- 
ing the  end  of  World  War  II.  Throughout  the  postwar  period  19^-57^  some  80 
instances  of  reclassification  were  reported.  Of  the  total,  about  half  occurred 
in  the  years  between  19^  and  1950.   During  the  war  period  19^2-^4-5,  only  17 
changes  were  recorded,  while  21  were  made  in  the  prewar  years  1936-^1. 

Several  factors  accounted  for  the  moderately  large  number  of  changes  in 
the  period  ending  in  19^1.  The  Federal  order  program  was  just  getting  under 
way.  Federal  orders  were  new.  And  because  the  Nation  was  moving  out  of  the 
depression,  economic  conditions  were  changing  in  the  markets. 

During  World  War  II,  milk  pricing  programs  were  frozen  under  wartime 
price  policies  and  regulations.  Changes  in  classification  which  may  have 
been  needed  to  mak:e  the  systems  operate  more  satisfactorily  were  deferred 
until  the  end  of  the  war. 

Population  shifts  resulting  from  the  dispersal  of  industries  during  and 
after  the  war  required  adjustments  in  market  milk  supplies  generally.  Further, 
as  has  been  pointed  out  elsewhere  in  this  report,  a  change  in  the  dietary 

557  Between  1936  and  I958,  9  markets--Cleveland,  Ft.  Wayne,  Chicago, 
Dubuque,  Quad  Cities,  La  Porte,  Duluth-Superior,  St.  Louis, and  New  Orleans-- 
reclassified  milk  used  for  a  single  product  on  at  least  two  separate  occasions. 


-  55  - 


W 

•P 

;^ 

o 

(D 

1 

1 

1 

1 

1 

H    Pl 

,Q 

1 

1 

1 

Ph 

ro  u> 

1           O  00  VD 

H 

1 

1 

LTN 

1 

1 

CXD 

H 
H 

^1 

f-, 

(U 

0) 

1 

1          III 

1     1 

1 

1 

1 

1 

1 

-p 

r| 

1 

1          III 

1     1 

1 

1 

1 

1 

1 

-p 

1    H 

1          III 

i     1 

1 

' 

1 

1 

H 

1 
1 

pq 

S 

u 

^     QJ 

o 

OS    w 

Jh 

Ch 

1 

1 
1 

1                   1 

1     1 
1     1 

1 

I 
1 

1 
1 

1 

1 
t 

xi 

0)   ^ 

I    H 

«           CM   H     1 

1     1 

1 

1 

1 

1 

1 

J- 

(V 

.a  o 

3 

CQ 

CJ> 

K 

^ 

M 

iH 

-d 

•H 

0) 

e 

-p 

^1 

Ch 

S;^ 

(D 

1 
1 

1                          1 
1                          1 

1     1 

1 

1 

1 
1 

1 
1 

1 

1 

O 

O    -H 

9*  s 

1    H 

"           CM  H     • 

H 

1     1 

' 

1 

1 

1 

1 

-d- 
H 

C 

cd 

S 

O 

> 

•H 

w 

-P 

cd 

o 

^ 

•H 

g 

(D 

1 

1 

1     1 

1 

1 

1 

1 

<H 

(L)    S 

,o 

1 

1 

1     1 

1 

1 

1 

1 

•H 

O    (D 

•    H 

1         rf>CO  H 

i     1 

1 

1 

C<^ 

1 

1 

MD 

U 

M     fH 

y 

H 

M 

CJ 

s 

03 

H 

•  •       •  • 

o 

(U 

01   a; 

^1 

bD  to 

^ 

cd   (u 

0) 

1      1 

1 

1 

1 

1 

1 

1 

<fH 

-p   a» 

^ 

1      1 

1 

1 

1 

1 

1 

1 

o 

-p  xi 
o  o 

0 

1      1 

1         VO  CO  H 

•    H 

' 

1 

H 

' 

1 

H 

CO 

o 

1^ 

OJ 

O 

•  •      •• 

g 

1 

-P 

f-, 

fH 

m 

<D   X 

<D 

1 

1 

1 

1 

1 

1 

1 

Pi 

-P   H 

P 

i 

1 

1 

1 

1 

1 

1 

M 

:   But 
s:     mi 

S 
^ 

ro    1 

1             LfNCO    H 

CM  -d- 

1 

1 

1 

CM 

^^ 

o; 

1 

1 

1 

1 

1 

1 

1 

,Q 

I 

1 

1 

1 

1 

1 

1 

•H    -H 

I    H 

•           CM  t—  H 

CM   Lf\ 

1 

1 

1 

1 

1 

(T) 

^■§ 

S 

H 

^ 

rd     g 

0) 

1      1 

1 

1 

1 

1 

1 

•H  a 

^ 

1      1 

1           O   LTN  CM 

(r\^ 

1 

1 

H 

1 

1 

Lf\ 

^  S 

1      1 

'           H 

1 

1 

1 

1 

CM 

H  ^ 

9 

Fr  CJ 

«            • 

•     CQ       ' 

*        • 

• 

• 

• 

• 

• 

•    !>» 

•               •    ^       • 

•          • 

• 

• 

• 

• 

* 

•    OJ 

•    (U     (L) 

•          • 

• 

• 

• 

• 

Pt 

•    to 

•   M    d) 

•          • 

CQ 

• 

•H       • 

• 

• 

J^ 

•    U 

'    U    to 

•          • 

Cd 

• 

Pi      • 

<U 

« 

i 

1 

o 

•    OJ 

cd    cd    CQ    r 

1      •   (fl 

CQ 

• 

P<      • 

+J 

• 

fe) 

1 

•      1    -H     S     (L)    cd 

'  o  a        a  > 

cd     •   cd 

+3       •     CQ 

u 

• 

CQ 

•H       • 
CD       • 

-P 

• 
• 

•  >  cd 

•   -H    -H     cd     fl     O 

1  :  § 

X 

-P 

CQ       • 

CO 

• 

+3 

•d    0  'H 

•   ^     WJ   0)     (U   M 
0)  O    ^    M  E-i     ' 

^ 

01 

•H       • 

• 

<u 

§^   § 

fl    cd  W 

M 

CQ       • 

a 

• 

^ 

fH    1   -H   (d    1    cd 

P  M     ' 

t-i 

CD       • 

o 

• 

od 

■^-^^ 

3    d  >          t>>4J 
5   3        o  ^   o 

CO    -H 

■^  ^  b 

-P     fH     P 

cd 

cd 
0 

2    0)    MHl 

r-j 

s 

i:3Ot>5Cdb0-pti0otQ 

5 

,     H 

a 

rf^ 

W     >H      03 

H  -H    to    cd    ;3    (U 

fi  P    o 

^ 

CQ 

^1   H 

•H 

U 

^-s 

dj  ^   oj   o  -p   S 

O     (U     CQ 

Cd 

%^ 

^ 

dj 

!*    >    § 

Q  o  is  -H  a  a 

CO  S    CQ 

:d 

X 

CQ 

^ 

(U    0)    0) 

•H           ^     0)    "H 

•H 

0) 

O 

Cd 

-p 

S  S  PL. 

S        o  W  S 

S 

o 

EH 

y^ 

IS 

O 

•H 
^ 
O 

H 

0) 

4J 
CQ 
Cd 
0) 
^ 
•P 

o 

CO 


od 
O 

t4 


-P 

(U 

o 


.  56  - 

preferences  of  cons\amers  made  it  requisite  that  many  markets,  particularly  the 
longer  established  markets,  adjust  their  classification  schemes  in  accordance 
with  postwar  conditions.   And,  as 'has  also  "been  mentioned,  adoption  of  the 
skim  and  fat  method  of  accounting  for  milk  "brought  ahout  the  reclassification 
of  milk  used  for  some  piii^oses  in  numerous  markets. 

Reclassification  "by  Market  Groups 

Half  of  all  the  instances  of  downward  reclassification  of  milk  used  for 
the  eight  well-known  products,  and  a  little  more  than  a  third  of  the  instances 
of  upward  reclassification  recorded  for  Federal  order  markets  generally,   oc- 
curred in  the  Chicago  market  group,  an  area  of  abundant  milk  supplies.   It 
sho\ild  not  be  forgotten,  however,  that  for  purposes  of  this  report  as  many  as 
12  markets  were  included  in  this  group  for  a  considerable  portion  of  the  period 
studied.  Moreover,  several  markets  in  the  group  reclassified  milk  used  for  a 
single  product  on  more  than  one  occasion.   In  the  Dubuque  market,  for  example, 
milk  used  for  ice  cream  and  also  milk  used  for  evaporating  was  reclassified  on 
three  separate  occasions,  thus  accounting  for  6  of  the  kQ   classification 
changes  reported  by  the  Chicago  market  group. 

Michigan -Ohio -West  Virginia  markets  reported  the  second  greatest  number 
of  classification  changes.   Of  the  30  changes  made  in  the  group,  two-thirds 
resulted  in  reclassifying  milk  for  the  selected  products  to  higher  use  cate- 
gories. 

Missouri-KaxLsas  markets  reported  the  third  greatest  number  of  classifica- 
tion changes.   Eleven  of  the  fourteen  changes  represented  reclassification  to 
higher  use  categories. 

Some  instances  of  reclassification — virtually  all  upward- -occurred  in 
five  other  market  groups,  as  shown  in  table  9-  No  changes,  however,  were  re- 
corded in  the  five  remaining  groups.   Inasmuch  as  many  of  the  markets  in  these 
latter  groups  were  not  put  under  Federal  order  until  the  middle  1950' Sj  i't  is 
likely  that  the  adequacy  of  their  original  classifications  had  not  been  suffi- 
ciently tested  by  the  end  of  195T« 

Basis  for  Reclassification  in  Most  Markets 


Milk  used  for  fluid  products --cream,  buttermilk,  and  milk  drinks--was 
reclassified  on  more  occasions  in  the  markets  studied  than  was  the  milk  used 
for  all  the  remaining  products  combined. 

Specifically,  56  percent  of  all  the  instances  of  reclassification  reported 
between  I936  and  1958  involved  milk  used  for  fluid  products.  Moreover,  of  the 
66  changes  made  in  the  classification  of  milk  used  for  fluid  products,  88  per- 
cent represented  reclassification  to  higher  use  categories. 

The  growing  importance  of  skim  milk  products,  the  tightening  of  local 
health  regulations  after  World  War  II,  the  .trend  toward  including  in  Class  I 
all  uses  for  which  approved  milk  was  required,  and  the  adoption  of  the  skim 
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and  fat  method  of  accoTinting  by  a  majority  of  the  markets  were  discussed  ear- 
lier.  All  played  a  part  in  motivating  the  reclassification  of  milk  used  for 
fluid  products  to  higher  levels  in  many  markets.   Other  special  situations 
making  reclassification  advisable  were,  however,  reported  in  scattered  markets. 

While  original  orders  frequently  followed  local  custom  and  classified  in 
Class  II  the  milk  used  for  certain  fluid  products,  market  cust6m  was  apparent- 
ly not  acceptable  as  sufficient  reason  later  when  market  conditions  had  changed. 

For  example,  because  Nashville  was  a  deficit  market,  it  had  been  custom- 
ary before  Federal  regulation  to  classify  fluid  cream  in  Class  II.   It  'was 
proposed  in  1951  that  the  number  of  classes  in  the  system  be  reduced  from  3  to 
2,  and  that  cream  be  reclassified  upward  from  Class  II  to  Class  I  in  order  to 
reflect  adequately  the  cost  of  production.   Handlers,  however,  proposed  a  con- 
tinuation of  the  Class  II  designation  for  cream  and  cream  products  because 
they  had  been  so  classified  historically.  Their  proposal  was  denied.   In  the 
words  of  the  decision,  "if  the  Secretary  were  confined  by  the  historical  rela- 
tionship existing  in  a  market,  he  could  not  carry  out  his  responsibilities 
under  the  Agricultiiral  Marketing  Agreement  Act...."  55/ 

Those  few  markets  which,  between  1936  and  1958  reclassified  downward 
milk  used  for  fluid  products  did  so  for  one  of  several  reasons.   Cream  was 
reclassified  downward  on  two  occasions  so  that  it  could  be  priced  competitive- 
ly with  outside  cream  which,  it  was  reported,  would  be  bought  by  handlers  if 
producer  cream  remained  in  Class  I.  One  market  reclassified  cream  from  Class 
I  to  Class  II  and  another  reclassified  milk  used  for  milk  drinks  and  butter- 
milk from  Class  I  to  Class  II  because  of  a  change  in  local  sanitary  regula- 
tions. Milk  for  milk  drinks  was  reclassified  downward  in  another  market  to 
put  all  handlers  on  an  equal  basis. 

The  classification  of  milk  used  for  such  nonfliiid,  moderately  concentrated 
products  as  ice  cream  and  cottage  cheese  was  changed  on  several  occasions  in 
the  markets. 

Milk  used  for  ice  cream  was  reclassified  upward  in  one  market  because 
producer  milk  was  being  used,  although  local  regulations  did  not  require  milk 
of  such  high  quality.   It  was  the  opinion  in  the  market  that  since  such  use 
of  producer  milk  provided  a  dependable,  year-rovmd  outlet,  the  fact  should  be 
reflected  in  the  classification. 

Upward  classification  of  milk  used  for  ice  cream  was  effected  in  a 
majority  of  the  markets  either  to  provide  equity  among  handlers,  or  to  return 
to  producers  a  price  in  line  with  the  value  of  the  milk  when  manufactured. 
However,  several  markets  reclassified  milk  for  ice  cream  to  a  lower  class  in 
order  to  permit  producer  milk  to  compete  with  ungraded  milk  ^en  used  for  this 
purpose. 

557  16  F.R.  8603,  August  25,  1951. 
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Cottage  cheese  was  reclassified  dovnward  largely  to  allov  producer  milk 
to  compete  with  ungraded  milk,  which  was  "being  used  for  cottage  cheese  in 
increasing  volume  in  several  markets.  Upward  reclassification  was  effected 
in  some  markets  "because  applicable  local  sanitary  regulations  were  made  more 
strict.   In  other  markets,  where  inspected  producer  milk  was  heing  used, 
although  not  required  for  cottage  cheese,  upward  reclassification  was  intended 
to  reflect  this  fact. 

Milk  for  evaporating  was  reclassified  downward  in  some  markets  so  that 
producer  milk  coTild  compete  with  ungraded  milk  used  for  the  same  purpose,  or 
so  that  the  finished  product  could  compete  with  a  similar  product  produced 
and  sold  on  national  markets.  S\irpluses  in  these  markets  tended  to  "be  high. 
Upward  reclassification  was  undertaken  in  other  markets  largely  so  that 
producers  would  receive  a  price  for  their  milk  commensurate  with  its  value 
when  manufactured. 

Because  milk  used  for  cheddar  cheese  and  hutter  have  always  "been  classi- 
fied in  manufacturing  categories  in  all  classification  systems,  only  minor 
adjustments  in  classification  were  necessary  over  the  years. 

Milk  used  for  cheddar  cheese  was  reclassified  in  single  markets  in  two 
market  groups.  Upward  reclassification  was  expected  to  reflect  the  small 
vol\ame  of  surplus  going  into  the  manufacture  of  cheddar;  downward  reclassifi- 
cation was  undertaken  so  that  surplus  producer  milk  used  for  cheddar  could 
find  a  market  in  competition  with  ungraded  milk. 

Producer  milk  sold  for  butter  was  reclassified  in  only  one  market.   It 
was  anticipated  that  lowering  the  classification  would  assist  with  s\irplus 
milk  disposition. 


Reclassification  of  Some  Newer  Products 

So  far  as  could  be  determined,  milk  used  for  the  7  newer  products  named 
previously  was  reclassified  on  ^6   occasions  in  Federal  order  markets  during 
the  period  covered  by  this  report. 

Difficulty  of  determining  precisely  how  milk  for  certain  innovations 
was  originally  classified  has  already  been  mentioned.  Under  the  circumstances, 
therefore,  it  is  likely  that  the  alterations  cited  may  not  include  all  the 
classification  changes  effected.   Despite  this  limitation,  it  would  appear 
that  the  classification  of  milk  used  for  certain  new  products --particularly 
low-fat  products --was  often  lower  in  the  early  years  of  Federal  regulation 
than  at  the  end  of  1957. 

Traditionally,  milk  in  whole  fluid  form  was  accorded  the  highest  rank  of 
all  forms  of  milk.  All  other  milk  was,  therefore,  classified  and  priced  in  a 
category  below  that  of  fluid  milk.  Moreover,  all  low-fat  milk  was  regarded  as 
a  byproduct  of  fluid  cream  which,  until  very  recent  years,  was  classified  in  a 
lower  class  than  fluid  whole  milk  in  many  market  pricing  systems  (table  7). 
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Low-fat  milk,  or  any  product  made  from  such  milk,  was  consequently  classified 
in  a  lower  priced  category--a  manufacturing  category  in  markets  generally-- 
than  fluid  milk. 

The  high  position  held  by  fluid  milk  was  not  the  only  explanation  for  the 
classification  of  milk  byproducts  in  some  markets.   Because  the  demand  for  milk 
in  the  "byproduct  stage  may  be  highly  elastic,  a  low  price--i.e.,  a  low  classi- 
fication— or  a  drop  in  price — i.e.,  reclassification  to  a  lower  class — often 
results  in  increased  sales. 

Table  10  shows  that  3O   of  the  56  instances  of  reclassification  resulted 
from  altering  the  classification  of  milk  used  for  aerated  products  ajid  for 
eggnog.  Aerated  cream  products  were  reclassified  on  16  occasions — h   upward 
and  12  downward.  Eggnog  was  reclassified  on  lU  occasions,  of  which  10  were 
upward  reclassifications. 

Fluid  skim  milk  and  milk  and  cream  mixtures  were  reclassified  upward  in 
all  markets  ■v^lch  made  changes. 

One  market  reclassified  downward  the  milk  used  to  produce  nonfat  dry  milk, 
while  of  the  three  markets  altering  the  classification  of  milk  used  for  yogurt, 
only  one  reclassified  it  upward. 

Of  the  seven  newer  products  selected  for  study,  concentrated  milk  was  the 
only  one  which  retained  its  original  classification  in  the  markets  for  which 
classification  could  be  determined. 

As  shown  by  table  10,  the  greatest  number  of  instances  of  reclassification 
of  milk  used  for  the  newer  products  occurred  in  the  Michigan -Ohio -West  Virginia 
market  group,  the  largest  of  the  groups  delineated.  Markets  in  this  group 
accounted  for  I5  upward  and  k   downward  changes.  Ten  changes  were  recorded  in 
Chicago  area  markets,  7  upward  and  3  downward.   In  the  Missouri -Kansas  markets, 
the  8  changes  shown  in  table  10  were  evenly  divided  between  shifts  to  higher 
and  lower  use  classes. 

The  New  England  -and  Minnesota-Iowa -South  Dakota -Nebraska  market  groups 
made  five  changes  each.  All  changes  in  New  England  markets  were  to  higher  use 
classes.  Three  of  the  five  changes  in  the  Minnesota  markets  group  represented 
shifts  to  higher  categories.  The  three  Instances  of  change  shown  in  both  the 
Oklahoma -Arkansas  and  Washington  State  market  groups  represented  downward  re- 
classifications . 

Basis  for  Reclassification  in  Most  Markets 

The  requirement  that  skim  milk  for  human  consumption  be  made  from  approved 
milk  was  the  basis  for  its  reclassification  to  a  higher  use  category  in  7  of 
the  8  markets  making  the  change  during  the  period  covered  by  this  report. 
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As  noted  in  the  record  covering  the  change  in  the  Boston  market,  ^6/  -when 
the  classification  scheme  for  this  market  was  first  adopted,  fluid  skim  for 
human  consumption  was  a  minor  item  limited  largely  to  certified  skim  dispensed 
under  prescription.   As  its  use  became  more  commonplace,  however,  the  same 
health  stemdards  were  applied  as  were  applied  to  fluid  whole  milk.  Further- 
more, because  skim  milk  was  produced  from  whole  milk,  and  because  all  milk  was 
moved  to  market  in  whole  form,  it  was  necessary  that  the  cost  of  production 
and  the  cost  of  transportation  be  adequately  reflected  by  means  of  Class  I. 

New  England  markets  also  considered  Class  I  necessary  because  fluid  skim 
competed  for  supplies  of  producer  milk.  Two  of  the  markets  also  mentioned  the 
desirability  of  making  all  New  England  orders  comparable. 

When  reclassification  of  fluid  skim  milk  from  Class  II  to  Class  I  was 
proposed  in  the  St.  Louis  market,  sajaitary  regulations  and  the  cost  of  produc- 
tion were  cited  as  reasons  for  the  change.  As  was  also  pointed  out,  because 
the  market  was  short  of  graded  milk,  some  handlers  purchased  milk  from  outly- 
ing, independently  owned  country  plants  as  Class  I,  and  purchased  milk  from 
direct -shipper  producers  as  Class  II.   It  was  reasoned,  therefore,  that  if 
all  products  subject  to  inspection.  Including  fluid  skim  milk,  were  classified 
in  the  same  category.  Class  I,  handlers  would  be  pennitted  to  purchase  milk 
for  these  products  locally  without  reducing  their  Tinifoim  price  below  that  .of 
competitors  who  did  not  sell  the  products. 

Chicago  reclassified  milk  for  use  as  fluid  skim  from  Class  II  to  Class  I 
because  it  was  more  similar  in  form  and  use  to  bottled  whole  milk  than  to  Class 
II  dairy  products  imder  the  order,  and  because  it  retailed  in  the  market  at  the 
same  price  as  fluid  whole  milk. 

Markets  reclassifying  milk  for  fluid  skim  carried  through  the  change  after 
World  War  II.  New  England  markets  made  the  change  at  the  same  time  as  the 
Boston  market,  1952.   Only  single  markets  reclassified  milk  used  for  fluid 
skim  milk  in  the  Chicago,  the  Minnesota-Iowa -South  Dakota -Nebraska,  and  the 
Missouri -Kansas  market  groups.  No  changes  were  made  in  the  remaining  markets, 
and  none  of  the  markets  under  Federal  order  reclassified  this  milk  use  down- 
ward. 

Upward  reclassification  of  milk  used  for  milk  and  cream  mixtures  in  13 
markets  came  about  largely  because  of  a  change  in  health  regulations.  Gen- 
eral revisions  of  market  systems  which  followed  were  aimed  at  grouping  all 
products  required  to  be  made  from  approved  milk  In  a  single  class — Class  I. 
Hence,  in  those  markets  where  cream  was  originally  a  Class  I  product  or  where 
it  became  a  Class  I  product  through  reclassification  procedures,  mixtures  of 
milk  and  cream  could  not  logically  be  classified  elsewhere  but  in  the  top 
category.  All  of  the  markets  making  the  change  in  classification  either  were 
using  the  skim  and  fat  basis  of  accounting  or  adopted  it  at  the  time  the  re- 
classification was  carried  through.   A  change  in  the  classification  of  this 
and  certain  other  fluid  products  was,  therefore,  directly  associated  with  the 
change  in  accounting  procedure. 


^/  17  F.R.  7291,  August  9,  1952. 
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In  the  single  market  vhere  milk  and  cream  mixtures  vere  reclassified  from 
Class  I  to  Class  II   (Cleveland  as  of  November  1,  19^9)  ,   this  product  was, 
according  to  definition,  a  cream  product--that  is,  it  contained  8  percent  or 
more  butterfat.  When  cream  and  cream  products  were  reclassified  from  Class  I 
to  Class  II  because  of  a  change  in  health  regulations,  milk  and  cream  mixtures 
were  likewise  reclassified  downward. 

All  changes  in  the  classification  of  milk  and  cream  mixtures  were  made  in 
the  post-World  War  II  period,  half  of  them  after  1953-  Markets  in  the  North 
Central  States  accounted  for  all  of  the  changes  recorded.  Half  of  the  changes 
occurred  in  the  Chicago  group  of  markets. 

Local  health  regulations  have  required,  or  are  expected  to  require,  that 
concentrated  milk  be  made  from  inspected  milk.  Further,  because  it  has  been 
used  by  consimiers  and  has  been  sold  to  them  the  same  as  regular  fluid  milk,  it 
has  been  a  Class  I  use  in  all  markets  providing  for  its  classification.   Con- 
sequently, no  changes  were  made  in  the  classification  of  this  product  through 

1957. 

Eggnog  is  another  product  -v^ose  classification  was  revised  upward  in 
severed,  markets  largely  as  a  result  of  the  move  to  put  all  uses  requiring 
approved  milk  in  Class  I.  The  cost  of  producing  milk  for  fluid  sale,  and  the 
fact  that  all  milk  came  to  market  as  whole  milk  were  also  among  the 
reasons  cited  in  these  markets  for  reclassifying  milk  for  eggnog  to  the 
highest  category.  Markets  making  the  change  had  adopted  the  skim  and  fat 
basis  of  accoimtlng  before  carrying  out  the  change  in  classification. 

Not  all  markets  require  that  inspected  milk  be  used  for  eggnog,  however. 
In  four  markets  eggnog  was  reclassified  downward  in  order  that  the  product, 
made  from  inspected  milk,  could  compete  with  a  similar  product  shipped  into 
the  market  and  made  from  ungraded  milk. 

Altogether  12  markets  reclassified  milk  used  for  aerated  products  to  a 
lower  level.   Because  approved  milk  was  not  required  for  such  use  in  these 
markets,  handlers  could  secure  the  readymade  products,  or  their  ingredients, 
from  outside  the  marketing  area.  Thus,  any  locally  manufactured  aerated 
product  made  from  producer  milk  had  to  compete  with  a  product  made  elsewhere 
from  cream  pxirchased  at  a  manufacturing  price. 

Aerated  cream  products  were  reclassified  to  higher  levels  in  four  markets 
during  the  period  covered  by  this  report.   In  these  markets.  Grade  A  milk  was 
required.   It  was  the  consensus  that  the  classification  shoxild  be  sufficiently 
high  to  reflect  the  extra  cost  of  producing  an  adequate  supply  of  quality  milk 
for  the  markets. 

The  original  classification  of  milk  used  to  make  yogurt  was  apparently 
satisfactory  in  all  but  three  of  the  markets  providing  specifically  for  its 
classification. 
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The  Puget  Soiond  market  reclassified  milk  used  for  yogurt  from  Class  I  to 
Class  II  in  1952  because  of  a  change  in  health  regulations,  and  because 

producer  milk  was  not  needed  to  supply  the  demand  for  the  product. 

When  an  additional  class  was  added  to  the  upstate  Michigan  system  in  1956, 
milk  used  for  yogurt  was  reclassified  upward  from  Class  II  under  a  2 -class 
system  to  Class  II  under  the  new  3 -class  system.  The  product  was  made  in  the 
market;  approved  milk  was  not  required  in  its  manufacture.   Class  III  was 
established  to  cover  siirplus  milk  moved  out  of  the  market  for  manufacture. 

When  Class  III  was  deleted  from  the  Quad  Cities  order  in  1957^  milk  used 
to  make  yogurt  was  reclassified  downward  from  the  middle  to  the  lowest  class. 
Class  I  iinder  the  new  2 -class  system  covered  only  fluid  milk  and  fluid  milk 
products  for  which  inspected  milk  was  required.   Class  II  under  the  new  system, 
which  included  milk  used  for  yogurt,  covered  all  products  for  which  approved 
milk  was  not  required. 

Because  milk  used  for  nonfat  dry  milk  was  originally  classified  in  a 
manufacturing  category  for  reasons  already  outlined,  few  markets  found  re- 
classification necessary. 

Nonfat  dry  milk  was  reclassified  downward  in  Cincinnati  in  1955  "when 
Class  IV  was  deleted  from  the  order.  The  product  had  been  included  in  Class 
III  before  the  order  was  amended.   It  was  a  Class  III  product  under  the  new 
3-class  system.   Inspected  milk  was  not  required  in  its  manufacture.  Deletion 
of  Class  IV  was  effected  to  put  al.1  products,  including  nonfat  dry  milk,  which 
were  essentially  outlets  for  reserve  supplies  of  producer  milk,  in  the  same 
class--Class  III.  Such  classification  permitted  them  to  be  priced  competi- 
tively with  similar  products  made  from  milk  of  manufacturing  quality. 

Chicago  and  Milwaukee,  both  i<— class  markets,  modified  the  definition  of 
Class  III  in  their  orders  after  1950-  As  a  result,  some  milk  uses  were  re- 
tained in  Class  III  proper,  while  milk  used  for  certain  other  purposes,  in- 
cluding nonfat  dry  milk,  was  redesignated  as  Class  III-A  on  a  year-round  basis. 
Segregation  of  uses  accompanied  a  revision  in  the  order  procedure  for  determin- 
ing the  Class  III  price  in  the  two  markets. 


Reclassification  to  Meet  Special  Situations  in  Some  Local  Markets 

Economic  developments  which  necessitated  changes  over  the  years  in  the 
classification  of  milk  used  for  certain  purposes  in  Federal  order  markets  gen- 
erally, were  mentioned  above.  A  tightening  of  local  health  and  inspection 
codes,  a  change  in  consumer  preferences  for  milk  products,  a  shift  in  the 
products  made  from  surplus  milk,  and  administrative  changes,  such  as  the  adop- 
tion of  the  skim  and  fat  method  of  accoxanting,  are  examples  of  developments 
which  brought  about  the  reclassification  of  milk  used  for  certain  products  in 
nume  r ou  s  mar ke  t  s . 
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However;,  the  original  classification,  and  even  the  amended  classification, 
of  milk  for  vdrious  products  has  not  been  entirely  satisfactory  in  certain  mar- 
kets because  of  special  local  conditions.  As  a  res\ilt,  some  difficult  situa- 
tions have  occasionally  developed  which  have  made  reclassification  necessary. 
Examples  of  some  of  the  local  problems  which  have  arisen  in  various  markets, 
and  the  solutions  thereto,  may  be  described  briefly. 

Although  the  classification  of  cream  raised  problems  in  several  Federal 
order  markets,  probably  none  found  the  proper  classification  more  difficult 
than  did  Washington,  D.  C.  57/ 

Federal  Order  No.  ^+5  for  Washington,  D.  C,  effective  February  1,  ±9^, 
provided  for  three  general  use  classes.  Fluid  milk  was  Class  I,  while  cream 
for  fluid  use  was  Class  II. 

The  first  major  change  in  the  classification  system  occurred  early  in 
19^2,  and  was  effected  as  an  emergency  measure.   At  that  time.  Classes  I  and 
II  were  combined  to  form  a  new  Class  I.  Fluid  cream  thereupon  became  a 
Class  I  use. 

Experience  under  the  original  order  had  shown  that  some  handlers  bought 
milk  for  cream  at  the  Class  II  price,  and  then  disposed  of  it  as  fluid  milk 
at  the  Class  I  price.  Classification  of  both  fluid  milk  and  fluid  cream  in 
the  same  class.  Class  I,  was  expected  to  prevent  these  so-called  "bootlegging" 
practices.  ^8/ 

Approximately  a  year  later,  the  classification  system  of  Order  No.  i+5 
was  further  revised.  As  a  wartime  measui^  to  simplify  administration,  the 
components  of  milk  were  classified  and  priced  separately.  All  fluid  milk  and 
fluid  milk  products  were  grouped  for  pricing  purposes  in  Class  I,  while  all 
milk  for  nonfluid  manufacturing  uses  was  classified  in  Class  II.  The  fat  and 
skim  in  milk,  skim  milk,  and  cream  were  further  separated  for  pricing,  however. 
Butterfat  was  priced  according  to  its  open  market  value  as  cream,  while  skim 
milk  was  priced  according  to  its  local  market  value.  Fluid  cream  under  the 
revised  system  was  Class  I-B.  59/ 

A  third  change  in  the  classification  system  was  made  effective  November  3> 
19^5'  According  to  the  record,  because  under  the  terms  of  the  existing  order 
producers  would  sell  only  whole  milk,  the  market  needed  a  system  which  woiild 
channel  milk  to  dealers  who  could  handle  the  entire  product.  60/  Accordingly, 


57/  Because  this  market  was  not  under  Federal  order  at  the  end  of  1957, 
it  was  not  included  with  the  markets  analyzed  in  detail  elsewhere  in  this 
report . 

58/  Tentatively  approved  amendment  to  Order  No.  k'^ ,   Regulating  the 
Handling  of  Milk  in  the  Washington,  D.  C, Marketing  Area.   April  22,  19^4-2. 

59/  Order  No.  ^4-5  as  amended.  Regulating  the  Handling  of  Milk  in  the 
Washington,  D.C  ., Marketing  Area,  effective  April  8,  19^4-3. 

60/  Report  of  the  Director  of  Marketing  Services,  U.  S.  Dept.  Agr., 
re  amendment  of  Order  No.  14-5, Regulating  the  Handling  of  Milk  in  the  Washington, 
D.  C, Marketing  Area.  Jime  30,  19^5- 
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instead  of  two  categories  for  skim  milk  and  a  single  category  for  butterfat, 
the  revised  order  provided  three  general  categories  for  classifying  and  pric- 
ing whole  milk.  Fluid  cream  once  again  became  a  Class  II  use  imder  the  re- 
vised classification  scheme. 

Removal  of  cream  from  Class  I-B  was  In  recognition  of  the  fact  that  In 
this  market  the  "value"  of  milk  used  for  cream  was  somewhat  less  than  the 
"value"  of  milk  used  as  fluid  milk.    Furthermore,  because  milk  for  cream 
co\ild  be  purchased,  under  emergency  health  department  permits,  from  outside 
sources  at  a  cost  to  handlers  below  the  Class  I  price.  It  was  apparent  that 
producer  milk  would  not  be  used  for  cream  unless  It  was  competitively  priced. 

Difficult  situations  also  arose  In  other  markets,  as  the  following 
examples  demonstrate. 

From  19^0  to  19^2,  milk  used  for  buttermilk  and  milk  drinks  was  In  Class 
II  In  the  Louisville  market.   Under  the  method  used  In  the  market  for  com- 
puting class  volumes,  however,  only  the  milk  equivalent  of  the  butterfat  used 
In  these  products  was  classified  In  Class  II.  Handlers  were  thus  able  to  buy 
the  bulk  of  the  milk  used  for  these  products  at  the  Class  III  skim  milk  price. 
Such  a  situation  was  obviously  not  foreseen  when  the  order  was  formulated. 
To  correct  the  situation,  milk  used  for  both  products  was  reclassified  to 
Class  I.  Under  the  revised  classification  provisions,  the  milk  used  was 
accounted  for  on  an  actual  weight  basis.  61/ 

In  July  19^1^  milk  drinks  containing  less  than  3  percent  of  butterfat 
were  reclassified  in  the  New  York  Metropolitan  market.  62/ 

Before  reclassification,  handlers  who  manufactured  the  drinks  at  country 
plants  and  shipped  them  into  the  marketing  area  were  subject  to  the  Class  I 
price,  while  those  who  shipped  cream  and  skim  milk  and  made  the  drinks  there- 
from in  the  marketing  area  were  subject  to  the  II-A  price.   In  order  to  place 
all  handlers  manufacturing  the  same  type  of  product  on  an  equal  basis  so  far 
as  the  cost  of  ingredients  was  concerned,  milk  drinks  containing  less  than  3 
percent  of  butterfat  were  reclassified  from  Class  I  to  Class  II-A. 

Under  the  terms  of  the  original  order  for  New  Orleans,  uninspected  cream 
and  sweet  butter  could  be  and  were  brought  into  the  market  for  use  in  ice 
cream  at  a  price  below  that  of  Class  II  producer  milk  which  was  used  for  the 
same  purpose.  So  that  producer  milk  could  compete  in  price  with  outside  milk 
for  use  in  ice  cream,  it  was  reclassified  downward  to  Class  III  in  19^0.  63/ 

61/  Report  of  Administrator  of  Agricultural  Marketing  Administration, 
U.  S.  Dept.  of  Agr.,  re  amendment  of  Order  No.  ^4^  J^egulatlng  the  Handling  of 
Milk  in  the  Louisville,  Kentucky, Marketing  Area.  April  1,  19^2. 

62/  Tentative  agreement  re  amendment  of  Order  No.  27, Regulating  the 
Handling  of  Milk  in  the  New  York  Metropolitan  Marketing  Area.  June  16,  19^4-1. 

63/  Tentative  agreement  re  amendment  of  Order  No.  i<-2,  Regulating  the 
Handling  of  milk  in  the  New  Orleans,  Louisiana, Marketing  Area.  March  2'J ,    19^0. 
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The  original  order  for  the  Dubuque  market  provided  for  three  general 
classes.  Class  I  included  all  milk  sold  or  distributed  as  milk;  Class  II, 
all  milk  used  to  produce  cream  for  consumption  as  cream;  and  Class  III 
covered  milk  disposed  of  for  other  than  Class  I  and  Class  II  uses.   It  vas 
expected  that  under  this  classification  system,  excess  milk  would  be  used 
principally  for  butter. 

It  developed,  however,  that  some  handlers  utilized  some  excess  milk  in 
the  manufacture  of  ice  cream,  which  was  required  by  local  health  ordinance  to 
be  made  from  approved  milk. 

To  provide  equity  among  handlers  who  used  milk  in  excess  of  Class  I  and 
Class  II  for  various  purposes,  including  ice  cream,  an  additional  class  was 
added  to  the  system.  Under  the  revised  system,  Class  III  covered  milk  used  to 
produce  ice  cream  and  all  products  except  butter  and  cheese,  while  Class  IV 
included  milk  used  to  produce  butter  and  cheese.  6k/ 

Another  market,  Toledo,  found  in  19^7  that  the  classification  of  milk 
used  in  cottage  cheese  in  Class  II  was  unsatisfactory.   In  this  market,  cottage 
cheese  was  made  from  both  producer  and  other  source  milk.  Handlers  obtaining 
cottage  cheese  made  from  other  source  milk  were,  consequently,  forcing  producer 
milk  which  woiold  otherwise  be  used  for  cottage  cheese,  into  some  other  Class 
III  product.  65/  Milk  used  for  cottage  cheese  was,  therefore,  reclassified 
from  Class  II  to  Class  III  in  order  that  surplus  producer  milk  could  find  an 
outlet  in  that  use . 

Another  example  of  local  difficulty  is  that  which  developed  in  the  2 -class 
Minneapolis-St .  Paul  market  in  connection  with  the  classification  of  milk  used 
for  aerated  cream  and  products  similar  to  whipped  cream. 

Because  health  departments  in  the  marketing  area  did  not  regulate  aerated 
cream  products,  processors  could  secure  raw  ingredients  anywhere.  Moreover, 
the  major  processor,  not  otherwise  a  handler,  by  1951  had  discontinued  pur- 
chase of  ingredients  from  other  plants  in  the  area.   Instead,  he  purchased 
cream  in  small  lots  from  coxintry  creameries,  often  far  distant  from  the  mar- 
keting area,  and  usually  on  a  cash  basis. 

Plants  supplying  the  processor  would  have  been  handlers  under  the  order, 
but  because  they  sold  for  cash,  they  coiild  not  be  traced.   It  was  the  con- 
sensus in  the  market  that  the  courts  were  not  likely  to  enforce  a  regulation 
against  plants  whose  only  connection  with  the  market  was  by  way  of  the  sale, 
for  cash,  of  a  few  cans  of  cream.  Because  of  the  obvious  Impossibility  of 
enforcing  the  Class  I  provision  of  the  order,  milk  used  in  the  manufacture  of 
aerated  cream  and  related  products  was  reclassified  to  Class  II.  66/ 

6k/     Tentatively  approved  agreement  re   Amendment  of  Order  No.  12, 
Regulating  the  Handling  of  Milk  in  the  Dubuque,  Iowa  .Marketing  Area.  May  19, 
1939. 

65/  12  F.R.  6618,  October  8,  I9I+7. 

5b/  Notice  of  Termination  of  Certain  Provisions  of  Order  No.  73 .Regulat- 
ing the  Handling  of  Milk  in  the  Minneapolis-St.  Paul,  Minnesota .Marketing  Area. 
U.  S.  Dept.  Agr.  Prod,  and  Mktg.  Admin,  July  31,  195I. 
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Special  situations  in  tvo  other  markets  likevn.se  brought  about  the  re- 
classification of  milk  used  for  aerated  products. 

In  1951>  for  example,  milk  used  for  such  products  was  reclassified  from 
Class  II  to  Class  III  in  the  3-class  Nashville  market  because  the  high  butter- 
fat  content  of  producer  milk  resulted  in  a  considerable  amount  of  surplus 
butterfat  which  had  to  compete  with  unapproved  milk  when  used  in  .certain  prod- 
ucts, including  aerated  products.  67/  Approved  milk  was  not  required  in  their 
manufacture . 

When  the  Ft.  Wayne  market  revised  its  classification  system  in  I951  and 
changed  from  3  "to  2  general  classes,  all  products  required  to  be  made  of 
approved  milk  were  classified  in  Class  I.  68/  Before  the  change,  cream  and 
cream  products,  including  aerated  products,  were  separately  classified  in 
Class  II.  After  the  change,  cream  became  a  Class  I  use,  while  aerated  products 
remained  in  Class  II,  the  lowest  class  of  the  pricing  system.   Approved  milk 
was  not  required  in  their  manufacture . 

More  recent  examples  of  special  local  situations  which  required  that 
changes  be  made  in  the  classification  of  some  milk  uses  may  also  be  cited. 

The  original  Sioux  City  order,  effective  in  19^0,  provided  for  three  gen- 
eral classes.   Class  I  included  milk,  skim  milk,  and  similar  products;  Class 
II  included  cream  and  cream  products.   Inspected  milk  was  required  for  the 
uses  covered  under  both  classes.  The  prices  of  milk  in  both  Class  I  and  Class 

II  were  identical  for  several  years.  Thus,  the  market  was  essentially  a 
2-class  market. 

In  view  of  this  situation,  there  appeared  to  be  no  basis  for  making  a 
distinction  between  the  milk  included  in  Class  I  and  Class  II.  Accordingly, 
the  two  classes  were  combined  into  a  new  Class  I  in  195^^  and.  all  former  Class 

III  uses  were  covered  under  a  new  Class  II.  69/ 

Because  certain  inequities  had  developed  over  the  years  under  the  order  for 
the  Cleveland  market,  some  amendments  were  imdertaken  in  1955*  At  that  time. 
Classes  II  and  III  were  redefined,  and  milk  for  some  uses  was  reclassified. 

Before  May  1,  1955^  "the  two  major  uses  of  Class  II  milk  were  ice  cream 
and  cottage  cheese.  Class  III  covered  most  other  manufactured  dairy  products, 
including  such  ice  cream  ingredients  as  bulk  condensed  skim  milk  and  nonfat 
dry  milk. 

Condensed  skim  milk,  used  primarily  in  the  manufacture  of  ice  cream,  had 
long  been  an  important  outlet  for  nonfat  solids  in  the  Cleveland  market.   If 
sold  to  the  operator  of  an  unregulated  ice  cream  plant  in  or  out  of  the  mar- 
keting area,  condensed  skim  was  classified  urtder  the  order  as  Class  III. 


W]     16  F.R.  3589,  April  26,  1951. 

16  F.R.  10823,  October  2h,    I95I, 
9/  19  F.R.  3722,  Jme  19,  195^. 
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If  it-  were  utilized  in  the  manufactTire  of  ice  cream  within  a  regulated  plant, 
however,  it  was  reclassified  as  Class  II.  Handlers  using  their  own  facilities 
to  manufacture  ice  creem  consequently  were  at  a  price  disadvantage. 

To  correct  the  situation,  the  order  was  amended  to  provide  that  ice  cream 
and  ice  cream  ingredients,  including  plain  or  sweetened  condensed  skim  milk 
and  nonfat  solids,  would  all  be  classified  In  a  single  class.  Class  III. 
Cottage  cheese  was  thus  left  in  a  separate  class.  Class  II.  70/ 

Some  cottage  cheese  sold  within  the  South  Bend -La  Porte  marketing  area 
before  1957  was  made  from  dry  curd  produced  from  milk  of  manufacturing  quality. 
This  practice  was  prohibited  by  ordinance,  effective  January  1,  1957-   After 
that  date,  cottage  cheese  sold  in  the  area  was  required  to  be  made  from  milk 
meeting  the  same  inspection  reqiilrements  as  that  for  fluid  disposition. 

Because  cottage  cheese  was  not  a  fluid  product,  it  was  not  covered  \ander 
the  Class  I  definition  of  the  order.  Since  it  provided  a  regular,  year-round 
outlet  for  Class  I  reserve  milk,  it  could  not  be  considered  a  distress  outlet. 
However,  because  inspected  milk  was  required  for  its  manufactxire  after  195^, 
it  was  the  consensus  that  the  milk  used  for  cottage  cheese  should  return  to 
producers  a  price  differential  over  manufacturing  milk  in  order  to  compensate 
them  for  the  higher  costs  incurred  in  producing  milk  of  the  quality  required. 

Accordingly,  milk  for  cottage  cheese  was  reclassified  in  a  separate  Class 
II,  and  a  new  class.  Class  III  was  added  to  the  system  to  cover  all  other 
manufactiired  products  for  which  Grade  A  milk  was  not  required.  71/ 

TREND  TOWARD  UNIFORMITY  IN  APPLICATION  OF  CLASSIFICATION  PRINCIPLES 

The  above  review  of  classification  experience  in  Federal  order  markets 
demonstrates  that  many  factors  may  affect  decisions  respecting  classification. 
Local  health  regulations,  the  cost  of  transporting  milk  in  various  forms,  the 
availability  and  capacity  of  facilities  for  processing  surplus  milk,  and  the 
method  of  accoxmting  for  milk  are  among  the  most  important . 

Because  these  factors  have  been  weighted  differently  in  individual  mar- 
kets, and  at  different  times  in  the  same  market,  there  have  been  various  solu- 
tions to  the  milk  pricing  problem.  The  number  of  classes  currently  in  use 
ranges  from  2  to  ^  or  more,  72/  and  identical  products  are  often  classified 
differently  in  markets  having  the  same  number  of  classes  in  their  pricing 
systems . 

Review  of  market  experience  indicates  that  classification  is  increasingly 
emphasizing  sanitary  regulations  and  the  form  in  which  milk  products  move  from 
the  point  of  manufacture.  These  considerations  have  always  been  important. 
Other  considerations,  however,  as  mentioned,  have  frequently  influenced  classi- 
fication to  an  important  degree,  particularly  in  earlier  years. 


"707  20  F.R.  2801,  April  27,  1955. 
71/  22  F.R.  18M+,  March  20,  I957. 
72/  See  section  on  extra  use  classes  beginning  at  page  18. 
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Economic  situations  and  practices  within  markets  have  changed  markedly  in 
recent  years.   Developments  have  been  especially  pronounced  since  the  end  of 
World  War  II. 

Sanitary  regulations  affecting  fluid  milk  have  heen  tightened.  Regulation 
has  heen  extended  to  an  increasing  number  of  milk  products.  Transportation 
costs  have  been  on  the  rise.   Partly  as  a  result  of  these  developments,,  the 
number  of  use  classes  has  been  reduced,  and  the  classification  of  milk  for 
certain  products  has  become  more  uniform. 

A  recent  shift  to  accounting  for  milk  on  a  skim  milk  and  butterfat  basis 
rather  than  a  milk  equivalent  basis  has  also  tended  to  reduce  the  number  of 
use  classes  required  in  many  markets,  and  to  bring  about  greater  uniformity 
in  classification. 

Until  the  mid-19^0's,  it  was  customary  for  markets  to  account  for  the  milk 
in  each  class  on  the  basis  of  the  milk  equivalent  of  the  butterfat  contained 
therein.   While  arrangements  differed  somewhat,  markets  accounting  for  milk  on 
this  basis  classified  fluid  milk  in  Class  I;  fluid  cream  in  Class  II,  sometimes 
along  with  moderately  concentrated  products;  and  the  more  highly  concentrated, 
storable  products  in  the  lowest  category. 

But  consumer  demand  has  been  shifting  toward  low-fat  products.  As  the 
market  for  skim  milk  expanded,  increasing  emphasis  was  placed  on  its  disposi- 
tion.  A  method  of  accounting  was,  therefore,  developed  which  provides  for  the 
separate  classification  and  pricing  of  the  skim  milk  and  butterfat  in  milk  in 
accordance  with  their  use . 

Accounting  for  milk  on  the  basis  of  skim  milk  and  butterfat  makes  it  more 
practicable  to  classify  in  Class  I  all  milk  to  which  sanitary  regulations  are 
applied,  regardless  of  the  form  in  which  it  comes  to  market.  Classlflcat:'cn 
of  cream  and  certain  other  milk  products  in  Class  I  thus  releases  the  Class 
II  category  to  products  to  which  sanitary  regulations  are  not  applied. 

The  practice  of  writing  class  definitions  so  that  all  new  products  would 
be  classified  automatically  in  Class  I,  or  would  be  so  classified  if  required 
to  be  made  from  approved  milk,  was  rather  general  in  the  earlier  years  of 
classified  pricing. 

Recent  experience  in  Federal  order  markets  indicates  that  practices  with 
respect  to  the  classification  of  new  products  are  in  general  no  different  from 
those  followed  when  established  products  are  classified.  All  existing  situa- 
tions or  factors  operating  within  a  market  which  might  affect  the  price  of 
milk  for  a  given  use  are  appraised  when  a  new  product  is  classified.  None, 
however,  is  likely  to  be  the  sole  determinant  of  the  final  classification. 
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APPENDIX 


Fluid  milk  markets  ^incLer  Federal  order 
on  December  31,   1957:>  "by  market  group  l/ 


Nev  Englapd: 

Boston 
Fall  River 
Merrimack  Valley- 
Springfield 
Worcester 


New  York -New  Jersey; 
New  York-Nev  Jersey 

Pennsylvania-Delaware : 

Philadelphia 
Wilmington 

Michigan -Ohio -West  Virginia: 

Akron -Stark  County 

Cincinnati 

Clarksburg 

Cleveland 

Columbus 

Dayton -Springfield 

Detroit 

Fort  Wayne 

Muskegon -Grand  Haven 

North  Central  Ohio 

Toledo 

Tri -State 

Upstate  Michigan 

Wheeling 


Chicago  markets; 

Cedar  Rapids -Iowa  City 

Chicago 

Dubuque 

Milwaukee 

North  Central  Iowa 

Quad  Cities 

Rockford-Freeport 

South  Bend-La  Porte 


Kentucky -Tennessee; 

Appalachiaxi 

Bluefield 

Chattanooga 

Knoxville 

Louisville 

Nashville 

Paducah 


Minnesota-Iowa -South  Dakota -Nebraska: 

Black  Hills 

Duluth -Superior 

Eastern  South  Dakota 

Minneapolis -St.   Paiol 

Omaha-Lincoln-Council  Bluffs 

Platte  Valley 

Sio\ax  City 

Sioux  Falls -Mitchell 
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Missouri -Kansas: 

Greater  Kansas  City 
Neosho  Valley 
Ozarks 
St.  Louis 
Southwest  Kansas 
Wichita 


Lower  Mississippi  Valley: 

Central  Mississippi 
Memphi  s 
New  Orleans 


Washington  State  markets: 


Oklahoma -Arkansas ; 


Inland  Empire 
Puget  Sound 


Central  Arkansas 

Ft.  Smith 

Oklahoma  Metropolitan 


Texas  markets; 

Austin -Waco 
Central  West  Texas 
Corpus  Christi 
North  Texas 
San  Antonio 
Shreveport 
Texas  Panhandle 


Other  markets: 

Central  Arizona 
Southeastern  Florida 


TJ     See  page  h,   footnote  5,  for  explanation  of  market  groupings, 
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